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INDUSTRIAL For Mike, quaiity footwear is an
essential tool of the trade, and he relies on features
and benefits to help him perform to the best of
“his ability every day. Mike expects the rugged
durability the Timberland PRO® Series offers,
like steel toes and electrical hazard pfotectinn—
.but those are just the basics.

Timberland PRO® Series has led the professional
market in Comfort, Durability and Protection for
years,‘with our line of Titan® work boots, industrial
hikers and industrial casual ’
shoes at the forefront.
Offeri.ng an alloy toecap,
the Titan® series provides
Mike a Iig;lter option than

traditional steel toes with

MEASURE UP'

the same protection.
Building on our innovation, Timberland PRO
- launched . a powe_rful .new program called
‘ PawerWeIt with Ever-Guard™ genuine leather.
- The uItimat.e_defense in providilng extended

durabilty, Ever-Guard™ leather is 10 times more
_ -abrasion resistant than traditional leather, heat
[esistant up to 346 degrees Fahrenheit, and
waterproof. Truly innovati\fe,,E\./e[—Quard‘“ leather

is a focus of advertising and in-store marketing.

PRq SERIES

And the Timberland PRO® brand continues to
discover and invent in 2007, as we launch a
line of slip-resistant shoes aimed_ at full-time

working professionals in the hospitality industry.

The casual line of black shoes will provide &

better fit and more comfort than what's currently
offered in the marketplace. Timberland PRO
will also offer the uI_tin‘1até defense “against
cold temperatures. Thé'- Thermal For:(;é -work
boot will offer those working ir_u cold -conditions
zo_ne:d i[ifsylation where it's
needed nhmét,uan insulated
toecap and a new outsole
that maintains flexibility and
traction when temperatures
plummet.

In conjunctidn with our new
licensing partner, Block Corporation,- Timberland
PRO will re-launch a line of work-wear appare! in
Noith America. The initial Fall ‘07 line will include
Iong-steeved'woven and knit shirts, performance

puterwear and pants. Trie to Timberland’s

heritage, these items will deliver performance

benefits such as extended comfort, moisture and
heat management, high visibility elemen_té and

innovative technologies. -
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N =_‘innova'tion"—s';omething Will finds particularly

'impo'rtant. Our Green Index™

‘OUTBOOR GROUP We believe small s .bfg in
thie- Outdoor Performance market. Will looks o’
focused, specialized brands for the ‘shoes and -

~ apparel that will help him enjoy his outdoors Hes

grown. up. W|th technology, and expects it from
his performance gear {but not at the expense
of Iooks) We're proud of and encouraged by our

growmg reputatron with W|II We contlnue 1o

strengthen it through our advanced core product_

line, as well as the prestige of three new bra‘n'ds
in our portfolio: SmartWool®, Mion™ and Golite®”

In the Qutdoor Group, we're focused on innovation.

* We have a long history of coming up with products

for the autheritic end "user—like the recent

success’ of our Cadion Hiker. Rugged like our

" Euro Hik'er'yet‘lighter and rnore' contemporary, '

,|ts already earned AlMerous accolades including

the prestigious Backpacker Magazrne 2006
Editors’ Choice Award.

- We also continue to lead in environmental

A -
b

rating system, an

- evolution of our “nutritional label” initiative, will

give t.product-specific visibility against climate

+ impact, chemical use and resource consumption.

_ This award-winning initiative is now being

considered by a consortium of over a dozen

leading outdoor brands, to become.the industry’s

LY -,

first standardized green-product rating system.

Our pioneering use of SmartWool® material in

-our successful Power Lounger series led to our- ..,

acqmsrtlon of the brand.: In 2006 we expanded L

our “SmartWoof Insrde” footwear offenng, and

,\.
I were pleased wrth the strength of SmartWooIs K

: performance and ||festyle socks.

As part of our strategy to broaden our outdoor

portfolio of brands, we teamed with desrgner"

Martin Keen to create a line of amphibious
footwear. Focusing on the needs of water-
performance enthusiasts,: Mion™ footwear is a

modern take on traditional :b'oat- shoes and

'water_sandals.'This unique_product platforrn is.a

more versatlle comfortable and envrronmentally

.sound formuia for water—performa nce pursurts

Lastly, after years of}rntense research |nto .

the’ unrque needs of trail runners “our Invent!on

Factory developed a revolutlonary trail- runnlng -

concept that turns the current notlon of runnrng :

ué«vm:b»w(,ﬁ SotiTe ﬂ|0ﬂ

_shoe technology upside down—lrterally——wrth u

soft-to-ground suspension. For thrs footwear,
we acquired the Golite® brand—a proneer in

fast, light outdoor gear—toconvey the ethic of

this revolutionary hne of footwear. GoLrtes Sun‘

Dragon rnodef was recently recognrzed as the
top trall running shoe by National Geographrc

AdventureMagazme ST ,
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AUTHENTIC YOUTH Qur Authentip Youth business

builds on our privf!eged relationship- with

boot consumers who adopted our brand for
the rugged, p.ur'poseful_- duélities of our
icdnic,' bhoot, . the 10061.‘In'fluence's such as
: hi;‘)-hop music, skate boardi_ng and surfiﬁg

that dominate youth bulturé'arg converging,

and what were once'separate groups are’

emerging in what some
refer to as mash culture.
These consumers signal
in every way how
much .they' value

* authentic brands—and
we believe Timb.erland
i$ uniquely and‘powerfully
positioned tAﬁ serve tﬁese consumers gI;}baﬁy.
" At the center of ﬁur approach is .an enﬁanced
focus on design. We recently cre_atéd 15R, our
'new design center in'New York City, 'v'vhich brinéé
our designers closer to the consumer. We've
also set up a completely néﬁ dlesign staff with
backgrounds from a wide range of youth brands.

We're " broadening our product assortment

beyond—though certainly not excluding—

boots, to focus on these consumers’ range of

wearing occasions—12 months a year. We've

also added a dedicated team to focus on

Women's as an independent energy—with
product built for women, by women.

We recognize that the marketplace is

becoming increasingly localized, and we are.

learning the nuances of the

customer base in- each

East Coast, but also

on the West Coast and

Finally, we are enhancing

our marketing efforts through

initiatives such as our new website.

linking commerce and community, 10061.com.
it's an interactive -site that offers a place
to display the artwork and thoughts of
our Aut‘hentic Youth customers—like the

Boroughs Project, which selected five young

New York City artists—one from each borough—-

to use our iconic boot as an artistic canvas.

region—not only on the

Internationally as well.
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KIDS CASUAt_GEAR Kids' footwear has always
be:ert an important part of Timberland’ Over
time' we've evolved from a'strategy focused op
' -offermg “take downs” of popular adult styles
to an approach focused on tootwear demgned
; specmcally for kIdS 7

Qur new de5|gns combme fun styling with

fashlonable color_s that meet the needs of

. .
P ,
S . PERPTLN -
. N -
A 9 KRS .
AT . oy -
B -

not only “the kids who wear tttem‘_,:‘but:'the ;

parents who._buy.them.. Parents are Iookihg
for'quality and durability. Timberland® Kids’
footwear provides the premium leathers,
Splash Blaster™ protector, convenient fastenings
and other quality materials that fit todays

© kids' active, busy lifestyles.

"a premium; “head-to-toe”

'our successful children’s apparel Ilcensmg

We understand that children’s fest are constantly .

grQWiné_ and changing, 50 we}deéigne‘d the

Timber-Tot collection to meet these _’ea':rty walttin'g

“needs. We also p!an'to introdu’ce- Pret’:iseFit“‘

technology to this market to. accommodate the

“unique size and width ot kIdS developmg feet

We continue to expand our klds business as

resource through R

,:.mf,;";.'.- LT

agreements with Chlldrens WorIdW|de Fashlon
in Europe and.Kld,s Headquarters in- the US.
Timberland kids are active ~and. adventure
seet(ing and we are on a-'m'ission to help them
gear up for all of their'adventures, from a day at

the beach to a day of sledding.







KIDS' CASUALGEAR

- Timberland Adventure Anywhere.




and laugh till [ can’t
' ca’rch my breath. I’d rather
A p ay baseball than a video
e, | have greqf friends.

x parenfs always wanéf jrq
A\Ktow what | think about; ’rhmgg
| l amucumoug dbouf 1‘he w% lel.
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WOMEN'S CASUALGEAR Laura has' an
appreciation for thé outdoors, - cares about
the environmenﬁ' ar_ld dictate’s‘ her own style.
We have beén driving 's’trong growth i}l: 'our
Women's CasualGear business in interna’fjonai

markets and Will"continue‘_ to* drive , that

momentum globally by providing a more refined ..

_ e
I s ! +
and more feminine offering. -

+ o

that's important to our casual female consu'mer.'
We are refining the styles and designs, and

incorporating natural elements asl'acqehts that

_reflect the world around her. ,
We know _th_at style and quality -are the

‘most _im‘[:ib_rt'érit attribute for ;ou_r,.' femg'le 7

"

“Engager” consumer, but we've given an,

_additional gift  with purchase: comfort, . "

IOne way that w.e:'-ré jl-n'a__king’ new inroads into
this market is: l?y ‘k-n'owi'ng ﬁow -we can";help
our female casual consumer gear uf) to make
a ‘differ_ence in her world. We'.re dgsig'n-ing .

shoes, bb_ots and sandals that'incu'rporate;.

the best functional_atfributes of our men’s '

footwear—but with the contemporary styling '

L)
h N

”
r
-

Our unigue Comforizi“f sys‘tem‘offers all-day
constant comfort, regardles's.of style or
heel height.
We will build upon the success of our Eiropean

women’s apparel line by broadeniﬁg our Nortﬁ .

American offering to include a full line of

women's apparel starting in 2009.
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, MEN S CASUALGEAR Thirty years ago, Tmberland

. took a tradrtronal boot Iug sole and put rt on

“a boat shoe upper The result has' become a’

classic: a versatile ship-to- shore shoe: that .

‘wr

contrnues to perform strongly That rnnovatrve
combination’ ga.ve birth to our CasualGear*

product line, 'whi.oh features product to‘r_rr'iréni

o, e ' ‘. ;
who want rugged, outdoorsy products—and who .

A

won’t compromise on quality. oo

- I

Our heritage of 'innovati-on continuéei_tolbe

i

with a head-to- toe wardrobe

startrng in 2008, by new licensee Phrlrps -Van - A

Heusen for North Amerrca will’ provrde Steve» -

.(
"\.

As an extension of our more tradrtronal CasualGear I

offering, the Timberland Boot Company Was .+ : .

B
Ve

introduced in the U.K. last ‘year. Thrs fresh;«l;‘ m
post-industrlal collection‘ includes boots, ,jeans‘: \:, o
and outerwear, and is being expanded; -i'n Eur’opei\i' R
and Asia this year. Its featured in stores t_'n‘at

mirror the communities around them, and has

Tumberland Mk itbetter

the‘foundation_that drives growth. One such
innovation is the PreciseFit“‘ system developed

by our In\rentron Factory. Recognized by

Busrness Week - tor design rnnovatron thls :

technology addresses the fact that’no two

feet are exactly alrke The wearer can. adjust
o
the internal volume of a shoe wrth a serles ofu

interlocking foot beds. Meanwhrle our apparel
line, designed by the London IDC (Internatronal

f‘,
- "'t.

Design Center) tor international markets and

Y

already established itself._as_ a trendy, premium
product within this market segment

We're also working 1o turther elevate Steves

perceptron “of our- brand by rarsrng our !

. marketmg vo|ce with vehicles ||ke our new o

i

“Rarn” TV advertlsmg, whrch was weII recerved T

1

in our U.K. test market We erI contmue to :

‘o

#2build this rmportant part af our busrness by

focusrng on innovation and by delrverrng a _’A

clear, strong brand voice.
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I AM TIMBERLAND

: 'In th|s annual report, you II'meet a few people Steve Laura,
Ryan, David, Will and Mike. They all have one th,mg in common—
| .they'are Timberland. They pfer.sonify the target CONSUMErs We A'
seek to serve. By 'knowinggoer coh_sUmer intimately we are
better able to achieve our mission—to equip people to make a
difference in their worId So wh||e they may not be real people
P theyare real consumers. Consumers we will focus on and engage
_'-to‘buqld stronger rela-tlons_hlps throughout 2007 and beyond. |

I
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ITEM 1. BUSINESS
Overview

The Timberland Company was mcorporated in Delaware on December 20, 1978. We are the successor to
the Abington Shoe Company, which was mc:orporated in Massachusetts in 1933, We refer to The Timberland

LI BT L1} u

Company, together with its subsidiaries, as “we”, “our”, “us” , “Timberland”’ or the “Company.”

We design, devetop, engineer, market and dlstnbule under the Timberland®, Timberland PRO®,
SmartWool®, Timberland Boot Company™, Mion™, GoLite®, and Howies® brands, premium quality footwear,
apparel and accessories products for men, women and children. These products provide functional perfor-
mance, classic styling and lasting protection from the elements. We believe that the combination of these -
features makes our products an outstanding value and distinguishes us from our competitors, * :

Our products are sold primarily through independent retailers, better-grade department stores, athletic
stores and other national retailers that reinforce the high level of quality, performance and service associated |
with Timberland. In addition, our products are sci;ld in Timberland® specialty stores and Timberland® factory
outlet stores dedicated exclusively to selling Timberland® and Timberland® sub-branded products, as well as
through franchised retail stores in Europe. We also sell our products in the United States online at
timberland.com and smartwool.com. Qur produc'ts are sold throughout the United States, Canada, Europe,
Asia, Latin America, South Africa and the Middle East.

Our principal strategic goal is to become the authentic outdoor brand of choice globally by offering an
integrated product selection of footwear, apparel and accessories for men, women and children that is inspired
by the outdoors. Our ongoing efforts to achieve this strategic goal include (i} enhancmg our leadership position
in our core footwear business globally through an increased focus on consumer segment development and
technotogical innovation, (ii} expanding our global apparel business by leveraging the brand’s rugged heritage
and consumer trust, (iii) extending enterprise reach through the development of new brand platforms such as
SmartWool®, Timberland Boot Company™, Midn™, GoLite®, and Howies®, (iv) expanding our brands
geographically, (v) driving operational and ﬁnancial excellence, (vi) setting the standard for commitment to
the community and (vii) striving to be a global employer of choice.

Products

OQur products fall into three primary groups: (1) footwear, (2) apparel and accessories (including product
care and licensed products) and (3) royalties from third-party licensees and distributors. The followmg
summarizes our revenue by product for the past three years: : .ot

Product ‘ 2006 . 2005 2004

S R L TI%, 766%  769%

Apparel and Accessories . .. ... .. ... e e .. 269% 22.3% 22.2%

Royalty and Other. . .. . LR TEREPERREPPPRY e 12% 1.1%  09% -
Footwear '

In 1973, we produced our first pair of waterproof leather boots under the Timberland® brand. We offer a
broad variety of footwear products for men, women and children, featuring premium materials, state-of-the-art
functional design and components and advanced construction methods. Our key Timberland® brand footwear
categories are boots, men’s and women’s casual, kids” and outdoor performance. The Timberland PRO® series
for skilled tradespeople and working professionals is an additional footwear category we developed to address
a consumér group’s distinct needs. We ¢ontinued our focus on developing products to meet the needs of
distinct consumer groups in 2006 with the development of a new line of advanced footwear for trail running
enthusiasts under the GoLite® brand. This footwear line is designed to meet the needs of high-altitude runners
by being ultra-light and adaptable to the uneven, rugged terrain found in the mountains. Simitarly, in 2005 we
introduced Timberland Boot Company™ work-wear 1nspnred footwear that is featured in our Timberland Boot

e A
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Company concept stores in the Umted Kingdom and also introduced Mlon outdoor. performance footwear
designed to meet the needs of water adventurers. We intend to continue our efforts to-extend our brand reach
through these and other initiatives. This extension of {the brand’s reach through comp]ememary sub-brands and
new brands like the Timberland PRO® series, Tlmber]and Boot COmpany Y, Mion™, and GoLue" brands and
our development of our core footwear business is intended to advance our goal of becommg a leading global
brand. Our advanced concepts footwear tearn, which we call the Invention Factory, continues to focus on
developing the next innovations in footwear products and technologies, materials, constructions and processes
such as our new GoLite® brand for high-altitude trail runners and our cross-category technology developments,
including our new PreciseFit™ system which was included in certain footubea: products for the first time in
2006. Technology that is or will be mcorporated in most of our footwear products is discussed" below in
Footwear Technology N , , i - S :
Boots ' L - x ) i o
* Our‘key boots categories include Classic Boots; in basic, premium, chukka and oxford versions, as well
as Roll-Tops and Chelseas. Another important boot category is our ClassiciSport Boots. A few of the key -
products in this category include the Field Boot, Euro Hiker, Bromilly and Euro Dub Hiker, which are light
and flexible, built to be rugged and durable, while still allowing for enhanced agility. Some of the principal
features of these boot products include premium waterproof leather, direcl-;lttach and seam-sealed waterproof
construction, rubber lug outsoles for superior traction and abrasion re515tance shock diffusion plates durable
laces, padded collars for comfortable fit, enhanced insulation, rustproof. hardware for durability and moisture-
wicking components for comfort and breathability. We continued our focusion reducing the seasonality of our
boots business by introducing a new Summer Mesh series with Timberland® Vent Tech material, which
features lightweight breathable mesh construction. We added the Tlmberland“!J Vent Tech material into -
additional boot ,styles throughout 2006.,In late 2006 we reintroduced key boot styles from past seasons in their
exact form, detall for detail, under our Tlmberland Authentics line. Llfestyle footwear as well as active and
casual based sandals, broadens the core producl range. Regional programs such as Rugged Street serve 10
drive consumer interest in new markets, We are also focused on expanding our women's boot business,
supported by the introduction of women’s. specific collecuons like the Mlmey and Wmter Groove, which bIend
funcuona] pracncallty with fashion elements. : ’ '

Men’s Casual ;
Our Timberland® men’s casual footwear series includes Boat, Casual, R‘Iugged Casual, Work Casual, - .

Casual Sport, Sandals and Timberland® LTD. Featured footwear products in)these categories include boat *
shoes, casual bucks, loafers, sandals, oxfords, chukkas, bodts and slip-ons for use in the office, home or
outdoors. Our focus in the development of this line of footwear is to combine the rugged hemage of
Timberland with premium leathers and functional offerings. Men’s casual footwear is rooted in craftsmanship
and_ mnovauon creating products that possess superior materials ‘and enhanced comfort, Many of our men’s
footwear products incorporate our innovative Smart Comfort® system, whichl prov1des superior comfort while
preserving the shape and style of the footwear. Expanding the reach of our casual product, in 2005 we
introduced the Timberland Boot Compzmym line in the United Kingdom to prov1de a relevant assortmem wnh
dlstmcuve leaLhers and silhouettes bu11t upon our heritage of leather mnovauon

Women’s Casual ' ' - o Coe

Timbertand® women’s CasualGear footwear line builds on the Rugged Casual and Sport Casual footwear
offering with the introduction of the Timberland® City product collection. This collection provides pro’duct for
a more:refined wearing occasion for our Engager consumer,-a woman who is‘conﬁdenl active, cares about the
environment and looks for ways to get invoived. Timberland® City product encompasses higher heel heights,
sleeker last shapes and a more refined- styling overail. We have followed a goodfbetterlbest strategy in the
construction of the line with Essentials, Key items and Premium product offeqngs Essentials are seasonal and
seasonless basics with replenishment capabilities; Key items are seasonal items with fresh style and color - .
!

3
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injections; and Premium items iprovide seasonal positioning styles that clearly amculate the seasonal creative
story with elevated design details.

Our focus in the development of this line of footwear is to combine the rugged heritage of Timberland
with premium leathers, craftsmanship and relevant functionality with feminine styling for the target consumer.
To provide unparalteled comfort without sacrificing style, most of our women s product also incorporates our
innovative Comforia™ system.

4

Kid’s Casual

Timberland® kids’ footwear products are designed and engineered specifically for kids with the same
high-quality standards and materials as our adult footwear products. This line includes Rugged Casual,
Outdoor Performance/Adventure, Sport Casual and toddlers and infants product categories. Featured products
focus on fit and functionality and include programs like Kerplunc, Rock Skipper sandals, Power Lounger,
Hikers with Gore-Tex® and Snow Stomper winter boots, The toddlers and infants category provides premium
leathers, linings and details designed and engineered specifically for the needs of this consumer. Many of our
kids’ footwear products incorporate the Smart Comfort® system.

Outdoors . -
Outdoor Performance

Our Timberland® outdoor performance footwear series continues to address the needs of outdoor
recreationalists of all levels, offering technical, end-use driven products for cutdoor adventures from summit to
sea and everywhere in between. Across this series of footwear we continue to target three core categories —
hiking, sport utility and tech casual.

In 2006, we added more technology and more innovation to our versatile collection of performaqce
footwear. We continued to partner with elite athletes in the design and development of key programs. World-
renowned high altitude adventurer Ed Viesturs helped to develop the Cadion hiking program, which has won
acclaim as a market-leading lightweight hiker. We also marked 2006 with the continuation of the successful
Power Lounger series — versatile after-sport shoes featuring a SmartWool® lining, an industry first. The line
continues to be built upon the Timberland® Agile IQ platform, which addresses key areas of traction, shock
absorption and fit to deliver out of the box comfort and enhance control and position sense on the trail.

Building on the Company’s long-term initiative to offer performance and value to the entry-level outdoor
recreationalist consumer, we offered lines like the Ossipee and the Resolve, which help make the outdoors
more accessible to a variety of consumers.

Mion™ Footwear

Our performance water line was first introduced in 2005 under the Mion™ brand name. Mion™ water
shoes include a performance water shoe, a performance sandal, a guide slide and a pro thong for men, women
and children. Mion™ footwear is designed for comfort and versatility in all wet conditions for the outdoor '
adventurer’s active lifestyle. Mion™ footwear features an Ergomorphic™ footbed that molds itself to each

_ individual foot, a rib structure that wraps around the foot in critical areas to ensure the foot is held in place, a

climbing-grade spiral cord that traces the rib structure to secure the foot and an outsole constructed of
Gripstick™ wet/dry traction rubber, which combines multi-directional QuadCut™ siping and proprietary
compounds that improve grip in wet conditions.

r

Golite® Foonvear

1

Our Invention Factory developed a new line of advanced footwear in 2006 for trail runmng enthusmsts
under the GoLite® brand. This footwear line is inspired by the extreme challenges of sky runners, or high-
altitude runners, and their need for ultra-light, technically advanced footwear. The advanced technology
includes an independent spring suspension system that adapts to uneven, rugged terrain that improves the
runner’s stability and ability to remain vertical. This new line will appear in the market in early 2007. In

4




connection with this new line, we acquired certain assets of GoLite LLC, including trademarks. GoLite LLC
continues to market apparel, equipment and accessories as an independent company not affiliated with us.
| .

Timberland PRO® Series '

We continue to expand and broaden our offering of high performance work shoes specifically designed
for working professionals who need the best in comfort, durability and protecnon under the Timberland PRO®
series sub-brand. In 2006, we introduced the PowerWelt boot with Tlmberland PRO® Ever-Guard™ gemnne
leather. This revolutlonary leather is ten times more abrasion resistant than traditional leather, heat resistant up
to 346°F and waterproof. This product is targeted to the general construcuon market and provides the ultimate
protection against the most extreme environments, The PowerWelt boot co'mes with- the PowerFit™ comfort
system which we first successfully introduced under our TITAN® collecnon The PowerWelt boot launch was
supported with a consumer and safety manager print campaign, as well as}wnh 285 bilthoard advertisements
placed in the United States market to support key regional and independent retailers in attracting our target
consumer, We continued to offer the TITAN® collection, targeted at those who prefer lightweight comfort, with
various hiking silhouettes and oxford styles. All TiITAN® styles feature the innovative TITAN® safety toe and
our exclusive PowerFit™ comfort system, which provides superior fit, cushioning and shock absorption. In
addition to the TiTAN® styles, the Timberland PRO?® series offering commues to include waterproof models in
the industrial hiking category — a fast growing part of the work footwear market serving the younger
tradesperson and workers in the light duty job category, We also continued to offer our first metatarsal
protection footwear, MetGuard, which provides ultimate protection in heavy duty environments such as '
foundries and steel mills and FlexShield, which has built-in metatarsal protection aimed at those who work’
with heavy equipment. All of our waterproof styles utilize seam- -sealed or !membrane constructions and
temperature regulating foot beds, and all of our safety toe styles meet ANSI]ASTM standards. Most styles also
come with slip, abrasion and oil-resistant outsoles, as well as electrical hazard protection.

|

Footwear Technology . | : oo

; | .

We continue to incorporate our patent pending, technological innovation, the Smart Comfort® system, in
many of our men’s, women's and kids’ footwear categories. The Smart Coimfort@’ system allows the footwear
to expand and contract with the changing shape of the foot during the walking motion, while preserving the
essential style of the footwear, Footwear incorporating the Smart Comfort® system provides soperior comfort
in a product that retains its shape. The Smart Comfort® system’s expandable upper allows the shoe to follow
the natural movements of the foot without pinching the top of the foot. A three -zone, multi-density footbed
system provides even pressure distribution under the foot. These systems work together to dlstnbute forces and
provide superior comfort evelywhere the shoe touches the foot. ‘

Qur new patent-pending Timberland® PreciseFit™ system was incorporated into select styles of men’s
footwear lines in 2006. The PreciseFit™ system enables consumers to customize their fit through a system of
forefoot inserts. Each pair of footwear includes a set of inserts of varying thicknesses that lock onto a
removable footbed, creating optimal volume in each shoe and allowing for lifferences between the left and
right foot. This tailored fit works in conjunction with thie Smart Comfort® system to gwe consumers a high
level of fit and comfort. . : i .

i
Many Timberland‘” footwear products offer or will be designed to offer other advanced technologies
developed by us that combine some or all of the following features: !
*+ Footwear Modular System — our patented modular shoe technology' which enables the user to

customize the walking platfom‘llfootbed and shell of a shoe for 'rnultiple end use situations;

|
* Endoskeleton™ internal suspension system — our patented technology designed 1o control heel lmpact
deflection and provide arch support, forefoot flexibility and torsional stiffness for Comforl and
performance; . !

. P i . .

* B.S.F.P.™ motion efficiency system — our de51gn which dehvers improved traction, energy -return and
length of wear;




» Independent Suspension Network™ system (ISN™) — our multi-density sole with independent lugs
*adapts to the terrain, keeping the foot level on uneven ground for superior stability, traction and
comfort;

* Advanced Combination Construction (ACC) — a construction method that delivers improved forefoot
; flexibility for maneuverability and rear foot stability on rugged -terrain;

T Tlmberland® Agile 1Q system —our outdoor performance footwear technology Wthh delwers "
lmproved traction, shock absorption and ﬁt for improved control and sense of posmon

-*» Comforia™ system — our women’s footwear technology enabling comfon with style, regardiess of
i footwear style or heel hetght and S . : !

1
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. Guaranteed waterproof constructron -

Apparel and Accessories o I ‘ - - , ) L .‘ s

‘Tiinberland® and Timberland PRO® Series =~ S

LB ' ' . ' N

‘Timberland’s apparel: offer for men and kid$ continues to represent a rugged casual line that includes
outerwear and sportswear that.combine performance benefits and technical fabrics for the outdoors with
versatile styling..Timberland also offers a women’s apparel line that is primarily distributed in Europe. We -
believe that continuing to develop and expand our apparel business-is impoertant to our global brand ]
aspirations. In 2005 we’ realigned- our, personnel; processes and products to re-establish the core. positioning of .
the apparel offer in each geographical region to-position-the business for growth, With a goal to elevate the
apparel offer of the brand from the grass reots up, we re-evaluated the price value equation of every existing
product and redefined the materials and signature details that would tell a unique Timbertand story and set ..
criteria for future execution on all product lines. This involved a new focus on our design and manufacturing
processes, resulting in a consolidation of our essentials, or basics, program, ensuring a global consistency in
our design language, and creating economies of scale, without compromising our commitment to regional
geographic differentiation. We also continued to leverage our International Design Centre (IDC}) in London
which enables us to get closer to the target consumer to evaluate their needs.

Dunng 2006, we contmued 0 underpm the men’s and women'’s appard lmes w1th a commltment to our
‘Earthkeepers’ initiative that reflects the intersection of product design and environmental stewardship. Organic
cotton, recycled yarns, and low impact materials that .are biodegradable and sustamable along with earth .
friendly manufacturing processes, have all been introduced into the line to ensure, we create an ongoing
commitment to minimize our environmental impact. We also continued our efforts to refine the Timberland®
Limited Collection, a premium offering of apparel for our 1nternatlonal consumers. This hne both comphments
and elevates our overall apparel’ assortment ‘ - :

.

" On February 7, 2007, we announced that begmnmg in 2008 our Tlmberland® brand apparel tine will be
offered in North America pursuant to a licensing arrangement. We will reintroduce Timberland PRO® apparel ,
in the United States and Canada in 2007 pursuant to a licensing arrangement and will continue to offer it in

Europe pursuant 1o a hcensmg arrangement that has been in ef’fect since 2004.

SmartWool ' -

Our acquisition of SmartWool Corporatlon at the end of 2005 reflects our ongoing efforts to extend our
enterprise’s reach by offering our customers an expanded line of apparel and accessories. SmartWool s a
leading provider ‘of premium performance wool-based socks, apparel and accessories for men, women and
children. Our key SmartWool® product categones are performance and lifestyle socks for men, women and
children and 100% SmartWool® Next-to-Skin apparel in core base layer styles for men and women. Our
classic outdoor socks includes the Hrkmg Light Crew and ‘Hiking Medium Crew for the outdoor and snow-
sport consumer. SmartWool has also expanded its apparel line through its Versawear offering of the men’s
Synergy Jacket, a breathable, wind-resistant piece offering ultimate layering options and women’s Spectrum
Hoodie, which provide users a natural fiber alternative to synthetic materials. SmartWool® accessories include
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hats, gloves and infant wear. Smar‘tWool® products, vaporize moisture, control temperature and jodor-andare
guaranteed. not to shrink. SmartWool@’ products are sold through 1ndependent retailers, lbetter-grade department,
stores, athlettc stores and smartwool clom

< R | : . A s
Howies Limited . . o _; ;

On December 1, 2006 “we acqurred Howies Limited, an active sports; apparel brand founded on the idea
of-designing and manufacturing elothmg for the inspired action sports and outdoor consumer. ‘Howies is. -
located in Cardigan Bay, Wales, U. K. R I . e e

Bt : L
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l

. . ; ,
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Third-party Licensing

Third-party licensing enables us to expand our brand:reach to appropriate and well-defined categories and
to benefit from the expertise of.the: lleensees in a manner that reduces thejrisks to us. assoc1ated with pursuing
these opportunmes We receive a royalty on sales of our licensed products ‘Our Timberland®. accessories:
products for men;.women @nd children include all preducts. other than footwear and apparel products. Many of
these products, including packs anditravel gear; watches, men’s betts, wallets ‘'socks, gloves, sunglasses,
eyewear and ophthalmic' frames, and hats and caps; are'designed, manufacltured and distributed pursuant to
licensing agreeménts: with third parties., We -dlso license rights to children’ s apparel in the United States,
Europe and Asia. We continue to focus on improving our.licensed products and distribution and to build better
integration across these products to pl'esent a seamless brand worldwide. ln 2006, we launched anewo o ol
assortment of watches and packs under new licensing agreements with wor]dwrde leaders in those product
categories. On February 7, 2007, we announced that beginning in 2008 our Timberland®, brand apparel line -
will be offered in North America pursuant to a licensing arrangement In addmon we, entered into an
agreemerit for the reintroduction of Ttmberland PRO® apparel in the United States and Canada to complement
our successful Timberland PRO® footwear business. We continie to offer Timberland PRO® footwear and
apparel in Europe under a license agreement which enables us to leverage our licensee’s knowledge of the
European safety market, as well as therr ex1stmg custorner relatlonshtps

';,l"'!l. s e o, ! R )

Product Sale5° Busmess Segments and Operatlons by Geographlc Area .

LTI | ‘o Lo

Our products are sold in the United States and internationally prlmarily through independent Tetailers,
better-grade department stores, athletic stores and other national retailers; which reinforce the high leve! of
quality, performance and service assolclated with Timberland. In addition, our products are sold in Timberland®
specialty stores and Timberland® factory outlet stores dedicated excluswely to selling Timberland® and
Timberland® sub-branded products, as well as through franchised retail stores in Europe: We also sell our

products in the Umted States onlme at trmberland com and smartwool com _ e : :

v
- i - ! o+

We operate in an-industry, whrch includes the deslgmng, engmeenng, marketing and' distribution of
footwear and apparel ; and aecessorres‘products for men, women and chtldr;en We manage our business in the
following three reportable segments each, segment shanng similar product, distribution and marketrng
u.s. Wholesale u S Consumer Dlrect and Intematlonal o e ! <) C e

ot l e - o

The U.S. Wholesale' segment is compnsed of the’ sale of products to Wholesale eustomers in the United
States. The U.S. Wholesale segment also includes royalties from licensed lproducts sald in the United States,
the management costs and expenses assocrated with our worldwide licensing efforts and certain marketing
expenses and value added services. The U.S. Consumer Direct. segment 1n'cludes the Company-operated -’
specialty and factory outlet stores in the United States as well as our e—commerce business. The International -
segment consists of the marketing, selltng and distribution of footwear,- ap'parel and accessories and licensed-
-products outside of the United. States! Products. are sold outside of the Umted -States through our subsidiaries -
(which use wholesale and retail channels to sell footwear and apparel and accessorles) independent s
distributors and licensees. . e e . S . o ‘

I
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The following table presents the percentage of our total revenue generated by each of these reporting
segments for the past three years: | - b . :

2006 , - 2005 2004
US Wholesale. . ... 40.8%° 42.1% 44.3%
"U.S. Consumer Direct. . ............ e e 126% 13.6% 14.3%
International . . ..................... e 46.6% 443% 414%

* ! 3
More detailed information regarding these reportable segments, and each of the geographic areas in which
we operate, is set forth in Note 17 to our consolidated financial statements, entitled “Business Segments and
Geographic Information,” included in item 8 of this Annual Report on Form 10-K.

U.S. Wholesale ‘ ' [

Our wholesale customer accounts within the United States include independent retailers, better-grade
department stores, outdoor. specialty stores, naﬁopal athletic accounts, -general .sporting goods retailers and
other national accounts. Many of these wholesale accounts merchandise our products in selling areas dedicated
exclusively to our producls or “concept shops.” These “concept shops™ display the breadth of our product line
and brand image to consumers, and are serviced through a combination of field and corporate-based sales
teams responsible for these distribution channels. We also service our wholesale accounts through our principal
showroom in New York City and regional showrooms in Atlanta, Georgia, Dallas, Texas and Miami, Florida.
We have continued our efforts to expand the brand geographlcally by penetratmg markets in areas beyond our
traditional strength in the Northeast us. . S

. Lt

U.S. Consumer Direct . - - . -

T

At December 31,.2006, we operated 20 soeoialty stores and 61 factory outlet stores io the United States.
We also sell products through our mtemet stores, tlmberland .com and smartwool.com.

Timberland® Specialty Stores. These stores carry current season, first quality merchandlse and prov1de

* an environment to showcase our products as an 1ntegrated source of footwear and apparel and
_accessories; [

+ sales and consumer-trend information, wliich assists us in developing our marketing strategies and
point-of-purchase marketing materials; and : .

* an opportumty to develop training and customer service programs, which also serve as models that may
be-adopted by cur wholesale customers. .

Timberland® Factory Qutlet Stores. These stores serve as a primary channél for the sale of excess,
damaged or discontinued products from our spec1alty stores. Our factory outlet stores also sell products
specifically made for them., We view these factory outlet stores as a way to preserve the integrity of the
Timberland® brand, while maximizing the return associated with the sale of such products.

Timberland.com. Our online store aliows U.S. consumers to purchase curfent season, ‘first quality
merchandise over the internet. This internet site also provides information about Timberland, mcludmg the
reports we file with or fumnish to the Securities and Exchange Comumission, investor relatlons corporate
governance, community involvement initiatives and employment opportunity mformatlon Additionally, the site
servesto reinforce our marketmg efforts. ' ! .

) - : L
International . . |

t

" We sell our products internationally through. operating divisions in the United Kinédom, [taly, France,
Germany, Switzerland, Spain, Japan;.Hong Kong; Singapore, Taiwan, Malaysia and Canada. Most of these
operating divisions provide support for the sale of our products. to wholesale customers' and operate
Timberland® specialty stores and factory outlet stores in their respective countries. At December 31, 2006, we
operated 133 company-owned specialty stores and shops and 32 factory outlet stores in Europe and Asia. Two

v

8

t



of our specialty stores in the United Klngdom focus solely on the marketing and sale of Timberland Boot
‘Company™ products, which feature our line of work wear-inspired boots, Jeans and jackets targeting a younger
consumer. We intend to continue expandmg the Timberland® brand into néw markets and consumer segments
to support our goal of becoming a top global brand. :

Timberland® products are sold el:sewhere in Europe, Asia, the Middlel East, Africa, Central America.and
South America by distributors, franchisees and commissioned agents, some of which also may operate
Timberland® specialty and factory outlet stores’ located in their respective countries. We-expanded the
Timberland® brand in China during 2006 through dlstnbutors , : L

.
L

Distribution . _ : .

. -
| e
i

We distribute our products through three Company-managed drstnbutron facilities which are located in
Danville, Kentucky; Ontario, California and Enschede, Holland and through th1rd-party managed distribution

facilities which are located in A51a ! . . Lo L I . L

|

'Advertising and Marketing

-y

Timberland’s mission is to equrp.people to make a d1fference in their world This is reflected i in the way .
we design, manufacture and market our products Our marketing programs and promotions are 'designed to
increase consumer awareness of and purchase mtent for Timberland as a premlum brand that equips cOnsumers
through the use of purposeful product! These programs and promotions are increasingly delivered throughout
the year, rather than only during select seasons as has hrstorlcally been the case.

In 2006, we further developed our consumer segmentation approach t[hat we initiated in 2005 This
approach helps us identify target consumers and provides insight into the needs and purchasing behavior of
each unigue consumer group that we target Our deeper understanding of consumers enables us to focus our -
product development-and go-to- market execution and further differentiate ’lFlmberland@ products for consumers
where they shop. We also continued tp elevate our brand voice through the Make it better™ marketing
campaign. This integrated communications platform spanned print, outdoolr internet, and point-of-sale with an
overarching goal to inspire and engage our consumniers through brand, values and product communication,
demonstrated by our global launch of lan award-winning PrecrseFrt footwear system proven to gwe the

consumer a perfect ﬁ l o . I .
In the spirit of our Make it better ‘campaign, we launched several consumer engagement programs
inciuding; - T PR o LT - A
' !
(1) an innovative new packagmg initiative wrth a category leadmg nutrltron label o transparently
communicate our footprlnt to our consumers, including env1r'onrnental impact and manufactunng

information; ;

3

i
(2) a new webs1te 1006] com focused on self—expresswn art and commumty burldmg and

(3) a new retail store concept on Regent Street in London, U.K. ldesrgned to better communicate
our brand values of boot; brand and belief, as well as prov1de a stronger platform to hrghhght

our product and 1o enhance seasonal story telhng
I

Our prmt campargn focused on pubhcauons like Outsrde Men’s Joumal Men's Health Backpacker and’
Bicycling, We also ran out-of home advertising in markets such as New, York Washmgton D.C., and
Philadelphia. Our mternet ‘campaign utilized websites such as weather. com, _askmen.com and yahoo.com. Our -
marketing efforts were supported by distributor and licensee funded marketmg campaigns, developed in close -
concert wrth Trmberland to ensure consrstent and effective brand presentatlon

Seasonahty : o

.In 2006 as has been hrstorlcally the case, our revenue was higher in the ]ast two quarters of the year than
in the first two quarters. Accordmgly, 'the amount of fixed costs related to our operations represented a larger

|
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percentage of revenue in the ﬁrst two quarters of 2006 than in the last two quarters of 2006. We éxpect this

v

seasonallty to continue in 2007. . e

Backlog : o ' ‘ T

At December 31,2006, our backlog of orders from out customers was $372 million compared to
$381 million at December 31, 2005 and $386 million at December 31, 2004. While all orders in the backlog
are subject to cancellation by customers, we expe'cl that the majority of such orders will beé filled in 2007. We
believe that backlog at year-end is an imprecise indicator of total revenue that may be achieved for the full
year because backlog only relates to wholesale oirdei‘s for the next season, is affected by the timing of
customers’ orders and product availability and excludes potential sales in our retail stores during the year.

‘ ‘ : I

Manufacturing

l
v

We operate manufacturmg facilities in the Dommrcan Republic. As we have previously reported we -
closed our Puerto Rico footwear manufacturing facility at the end of 2005 and relocated some of the
manufacturing capacity to our state-of-the-art footwear manufacturing facility in the Dominican Republic. We
also expanded production capability in that loeauon including the manufacture of three different construction
footwear types for our Timberland PRO® series work shoes. We believe we beneﬁt from our intérnal
manufaclurmg capability which provides us with sourcmg for fashion and core assortment, planning efficien-
cies and lead time reduction, refined productioin lechmques and favorable duty rates and tax benefits. During
2006, we manufactured approxrmately 9% of our footwear unit volume in the Dominican Republic. We
manufactured approximately 10% and 9% of our footwear unit volume during 2005 and 2004, respectively, in’
Puerto Rico and the Dominican Republic. The remainder of our footwear products and all of our apparel and
accessories products were produced by independent manufacturers and licensees in Asia, Europe,-Mexico, -
Africa, and South and Central America. Approximately 91% of the Company’s 2006 footwear unit volume
was produced in Asia by independent manufacturers in China, Vietnam, Thailand, and Indonesia. Two of these
. manufacturers together produced approximately 44% of the Company’s 2006 footwear volume. The Company
continually evaluates footwear production sources in other countries to maximize cost efﬁcrenmes and to keep
pace with advanced preduction techniques. . C e Sy

We maintain a product quality management group, which dévelops, reviews and updates ouf quality and .
production standards. To help ensure such standards are met, the group also conducts product quality audits at
our factories and distribution centers and our independent manufacturers’ factories and distribution centers. We
have offices’in Bangkok, Thailand; Zhu Hai, China; Hong Kong; Istanbul, Turkey; Ho Chi Minh City,

Vietnam; and Chennai, India to supervnse our sourcmg activities conductu:l in the Asia-Pacific reglon
. i PR

Materials e

In 2006, eleven suppliers provided, in the aggregate approximately 82% of our leather purchases. Two of
these supphers together provided approximatély 30% of our leather purchases in 2006. We historically have
not experienced significant difficulties in obtaining leather or other materials in quantities sufficient for our
operations. However, -our gross profit margins are adversely affected to the extent that the selling.prices of our
products do not increase proportionately with increases in the costs of leather and other materials. Any
significant, unanticipated increase or decrease in the prices of these commodities could malenal]y affect our
results of operauons We attempt to manage this risk,-as we do with all other footwear and non-footwear
materials, on an ongoing basis by monitoring related markeét prices, working with our supphers to achieve the
maximum level of stability in their costs and related prlcmg, seeking alternative supply sources when
necessary and passing increases in commodity costs to our customers, to the maximum extent possible, when
they occur. No assurances can be given that such factors will protect us from future changes in the prices for

such materials.
. R T
In addition, we have established a central network of suppliers through which our footwear manufacturing
facilities and .independent footwear manufacturers can purchase materials. We seek sources of materials local
to manufacturers, in an effort to reduce lead times while maintaining our high qualitystandards. We believe -

'
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that-key strategic alliances with leadu%g materials vendors;help reduce: theicost .and provide greater consmtency
of materials procured-to produce T1mber]and® products and improve comphance with our production.
standards. In.2006, we renewed contracts with:global vendors for hand- se\gvn thread, leather laces, waterproof- .
membrane gasket material, waterproof seam-seal adhesives and toplirie reipforcement tape. Global. contracts -
remained in effect. for packaging, laces, box toes and counters, cellulose and nonwoven insole board, Strobel“’
construction insole materials and thread synthetic suede lining matenals so]mg components and compounds, -
and packaging labels. ; ) R

: 1‘ ) A R
Trademarks and Trade Names, Patents Research & Development ! ’

Our pnnc1pa] trade name is The -Tlmberland Company and our prln(:lpal trademarks are. TIMBERLAND
and the TREE DESIGN LOGO, which have been registered in the United: 'States and many foreign countries.
Other trademarks or registered trademarks’ of The Timberland Company, of its affiliated companies, are: 24/7 »
Comfort Suspension, Air Raider, Amorphic Suspension, Anywhere Anyweather, ArchLogic, Balm Proofer,,
Boot Sauce, B.S.FEP.; Cast-Bond,. Comforia, Earthkeepérs, EasyDry, Ergonilorphic Ever-Guard, Free to GolLite,
Golite, Green Index, Gripstick, GSR; Howies, Independent Suspension Tdchnology, IntraMet, ISN, Isomorphic
Suspension, Jackson Mountain, Ladder Lock, Made To:Work, Make it better Measure Up, Midn; NEOform,
Path of Service, PowerFit, PreciseFit, PRO 2417, PRO 24/7 Comfort Suspensmn Pull On Your Boots, Pull’ On
Your Boots and Make a Difference;:QuadCut, Renewbuck, SafeGrip, Smart Comfort, SmartWool, Splash .
Blaster, TBL, Timberland ‘Boot Company, Timberland PRO, Timber Trail ‘TITAN Tra11 an, Weathergear i
Waximum, Whele Body Stability, and Workboots For:The Professional. .f . o popee
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We regard our trade name and tradernarks as valuable assets and bel1eve that they are important factors in’
marketing our products. We seek to protect and vigorously defend our trade name and trademarks against
infringement under the laws of the United States and other.countries. In-addition, we seek-to-protect and -
vigorously defend our patents, designs, copyrights and all other proprietary. rights under applicable laws. . = ..
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We conduct research, design and development efforts for our products, -including field testing of a number
of our products to evalvate and improve product performance. Our Invention Factory, an advanced concepts
footwear team, continued its efforts in 2006 to develop future technologies for.our footwear products. We have
also dedicated resources to an international design and development team based in Europe. Our expenses -
relating to research, design and development have not represented a material expenditure relative to our other
expenses. | : = ‘

Competition

Our footwear and apparel and accessories products are marketed in highly competitive environments that
are subject to changes in consumer preference. Product guality, performance, design, styling and pricing, as
well as consumer -awareness, are all important elements of competition in the footwear and the apparel and
accessories markets served by us. Although the footwear industry is fragmented to a great degree, many of our
competitors are larger and have substantially greater-resources than us, including athletic shoe companies;
several of which compete directly with some of our products. In addition, we face competition from retailers
that have established products under private labels and:from direct mail companies in the United States. The
competition from some of these competitors is particularly strong where such competitor’s business is focused
on one or a few product categories or geographic regions in which we also compete. However, we do not
believe that any of our principal competitors offers a complete line of products that provides the same quality
and performance as the complete ‘line of Timberland@’, Timberland PRO®, SmartWool®, Timberland Boot
Company™, Mion™, GoLite®, and Howies® footwear and apparel and accessories products.

!
!
)

’

b

N

Environmental Matters . '
Combliance with federal, state and local environmental regulations has not had, nor is it expected to have,
any material effect on our capital expenditures, earmnings or competitive position based on information and
circumstances known to us at this tlme ‘
;
[
Employees . .

We had approximately 6,300 and 5,800 full and part-time employees worldwide at December 31, 2006
and 2005, respectively. Qur management considers our employee relations to be good. None of our employees
is represented by a labor union, and we have never suffered & material interruption of business caused by labor
dlsputes mvolvmg our own employees. [

Ai'ailable Information

»
i

Our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, exhibits
and amendments to those reports that are filed with or furnished to the Securities and Exchange Commission -
are made available free of charge through our wébsite www.timberland.com, as soon as reasonably practicable
after we electronically file them with, or furnish ;them to, the Securities and Exchange Commission. The
charters for the Audit, Governance and Nominating, and Management Development and Compensation
committees of our Board of Directors as well as our Corporate Governance Principles and Code of Ethics and
other corporate information are available free of charge through our website www.timberland.com. You may
request a copy of any of the above documents by writing to the Secretary, The Timberland Company, 200
Domain Drive, Stralham New Hampshire 03885,

We submitted to the New York Stock Exchange in 2006 the CEO certification required by Sec-
tion 303A.12(a).of the New York Stock Exchange Listed Company Manual.
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" Executive Officers of the Registrant : '~ [

‘ The followmg table lists the names, ages and principal occupations dunng the past five years of our
executive officers. All executive officers serve at the discretion of our Company s Board of Directors, .

Name | Age Principal Occupatlon During the Past Five Years
Sidney W. Swartz ... ........ oo en 70  Chairman of the Board since June 1986; Chief
. Executive Officer and President, June 1986 — June
f 1998. - i :
Jeffrey B. Swartz. A L 46- . President and Chief Executlve Officer smce June
. . . 1998. Jefirey Swartzw is the son of Sidney Swartz.
Kenneth P. Pucker(l), N 43 Chiet Operating Ofﬁcer since July 2001; Executive
: - .Vice President since TSeptember 1999. .
Brian P McKeon(]) .......... L. 44 " Executive Vice President — Finance and

! 'Administration since]May 2002 and Chief Financial
4 Officer since March 2000; Senior Vice President —
L Finance and Administration, March 2000 — May
. | 2002.
"+Michael J. Harrison . . . . . e 46 Senior Vice Presrden’t — Worldwide Sales and
' : : P Marketing since February, 2006; Senior Vice .
GEAT IR . . President_and General Manager — International,
- : 1 November 2003 — February 2006; Telos Partners
. S . Ltd: Consultant, April 2001 — October.2003;
. ) L Procter & Gamble: Vice President, Western Europe, .
: ' Cosmetics and Skin Care and Global D651gn April
S 1999 — April 2001. .
Gary S. Smith . . .. A el 43  Senior Vice Premdent — Supply Chain Management,
: - since February 2002 - McKinsey & Company:
C i . Partner, August 1994 ~~ February 2002. -
" Bruce A. Johnson,................. 50  Senior Vice Presndent— Human Resources since
' " June 2003; Dupont Textlle and Interiors: Vice
President — Human Resources June 2002 — May
2003; The T1mber1and Company: Vice President —
Human Resources, June 2000 — June 2002, -
John Crimmilns .......... cenrene 50  Vice President, Corporate Controller and Chief
S Accounting Officer smce August 2002;
. Interactiveprint: Chlef Financial Officer, July
' 1999 — January 200%
-Danette Wineberg . .......... .. 60 Vice President and General Counsel since October
S ' 1997 and Secretary since July 2001. -

(1) On February 7, 2007 the Company announced that Kenneth P. Pucker and Brian P. McKeon will be leav- -
ing the Company effective March ?1 2007 i

ITEM 1A. RISK FACTORS | .~ | o

! o .,, I

_ CAUTIONARY STATEMENTS FOR PURPOSES
OF THE “SAFE HARBOR” PROVISIONS OF
' THE PRIVATE SECURITIES LITIGATION REF ORM ACT OF 1995

The Trmberland Company (the “Cornpany 'y wishes to take advantage Jof The Private - Securltres Litigation
Reform Act of 1995, which provides a “safe harbor” for forward-looking statements (O encourage COmpAnies -
to provide prospective information. Prospective information is based on management’s then curr_ént expecta-
tions or forecasts. Such information is subject to the risk that such expectations or forecasts, or the
assumptions used in making such expectations or forecasts, may become inaccurate. The following discussion
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identifies important factors that could affect the Company’s actual results and could cause such results to differ -
materially from those contained in forward looking statements made by or on behalf of the Company. The
Company undertakes no obligation to pdate pubhcly any forward-looking qtatements whether as a result of
new information, future events or otherw1se '
,, ] 1l A
Risks Related to Our Business - . . . ‘ . S
. . . . Tt f
We operate in a highly competitive industry.

We market our products in highly competitive environments. Many of our competitors are larger and have
substantially greater resources for marketing, research and development and other purposes. These competitors
include athletic and other footwear companies, branded apparel companies and private labels established by
retailers. Furthermore, efforts by our footwear competitors to dispose of their excess inventory could put
downward pressure on retail prices and could cause our wholesale customers to redirect some of their .
purchases away from our producls

Qur products may not appeal to consumers.

As we continue to market established prodiicts and develop new products, our success depends in large
part on our ability to anticipate, understand and react to changing consumer demands. We believe that our
more fashion-focused boots, men’s apparel and women’s footwear products are more susceptible to changing
fashion trends and-consumer preferences than our other products. Consumer demand for our boot products has
declined during the last two years as fashion trends have favored lower profile, casual footwear. Revenue
declines associated with lower boot sales has adversely impacted our financial results and no assurances can
be made that sales of our boot products will increase in the short-term or that we will be able to develop or
market alternative products to mitigate the loss of such sales. Our products must appeal to a broad range of
consurners whose preferences cannot be predicted with certainty and are subject to rapid change. The success
of our products and marketing strategy will also, depend on a favorable reception by our wholesale customers.
We cannot ensure that any existing products or brands will continue to be successfully received by consumers
or our wholesale customers. We cannot énsure that any new products or brands that we introduce will be
successfully received by consumers or our wholesale customers. Any failure on our part to anticipate, identify-
and respond effectively to changing consumer demands and fashion trends could adversely affect retail and
consumer acceptance of our products and leave us with unsold inventory or missed opportunities. If that
occurs, we may be forced to rely on markdowns: or promotional sales to dispose of excess, slow-moving
imventory, which may harm our business. At the same time, our focus on tight management of inventory may
result, from time to time, in not having an adequate supply of products to meet consumer demand and cause
us to lose sales. :

N * . +
We conduct business outside the United States which exposes us to foreign currency, import restrictions,
taxes, duties and other risks. -

We manufacture and source a majority of our products outside the United States. Our products are sold 1:1'
the U.S. and internationally. Accordingly, we are subject to the risks of doing business abroad, including,
among other risks, foreign currency exchange rate risks, import restrictions, anti-dumping investigations,
political or labor disturbances, expropriation and acts of war. Additionally, as a global company, our effective
tax rate is highly dependent upon the geographlc composition of worldw1de earnings and tax regulations

governing each region, ;
H

On March 22, 2006, the European Commlsswn 1mposed provisional ‘duties on leather upper footwear
originating from China and Vietnam and imported into European Member States. These provisional duties,
which began on April 7, 2006, were effective for a six month period and were phased in over a period of five
months, beginning at a rate of about 4% and ending at a 19.4% rate for China sourced footwear and at a .
16.8% rate for Vietnam,sourced footwear.-These duties became definitive on October 7, 2006, for a period-of -,
two years, with a final 16.5% rate for China sourced footwear and a 10% rate for Vietnam sourced footwear.
Pursuant to European Union regulations, only provisional duties which do not exceed the definitive duty rates
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will be collected.: Children’s footwear with leather uppers was excluded from the provisional duties, but is
subject to definitive duties. Qur estimate is that the implementation of these duties will likely reduce our 2007
operating profits in the range of $10 mllllon

|
Although we pay for the purchase and manufacture of our products primarity in U.S. dollars, we are
routinely subject to currency rate movements on non-U.S. denominated assets, liabilities and income as we sell
goods in local currencies through our foreign subsidiaries. No assurances can be given that we will be
protected from future changes in forelgn currency exchange rates that may| 1mpact our financral condition or
performance.

*{ '
We depend on independent manufacturers to produce the majority of our products and our business could
suffer if we need to replace manufacturers or suppliers or find additioizal capacity.

¥

During 2006, we manufactured approximately 9% of our footwear umt volume lndependent manufactur-
ers and licensees in Asia, Europe, Mexico, Africa and South and Central America produced the remamder of
our footwear products and all of our apparel and accessories products. Independent manufacturers in China,
Vietnam, Thailand and Indonesia produced approximately 91% of our 2006 footwear unit volume. Two of
these manufacturers together produced approximately 44% of our 2006 footwear volume. If we experience a
significant increase in demand or a manufacturer is unable to ship orders of our products in a timely manner
or to meet our quality standards, then we could miss customer delivery dat¢ requirements for those items,
which could result in cancellation of orders, refusal to accept deliveries or 5 reduction in purchase prices, any
of which could-have a material adverse effect on our financial condition and results of operations. We compete
with other companies for the production capacity of our manufacturers and jimport quota capacity. Any long-
terin economic downturn could cause our suppliers to fail to make and ship orders placed by us. There is no
assurance that we will be able to maintain current relationships with our current manufacturers or locate
additional manufacturers that can meet'our requirements or manufacture on'terms that are acceptab]e 10 us.

o ' a .
The loss of one or more of our. major suppliers for materials. méy inten"upt our supplies.
F

We depend on a limited number of key sources for leather, our pnncrpal malena] and other proprretary
materials used in our products. In 2006, eleven suppliers provided, in the aggregate approximately 82% of our
leather purchases. Two of these suppliers provided approximately 30% of our leather purchases in 2006. While
historically we have not experienced significant difficulties in obtaining leather or other materials in quantities
sufficient for our operations, there have been significant changes in the prices for these materials. Our gross
profit margins are'adverSely affected to the extent that the selling prices of our products do not increase
proportionately with increases in the costs of leather and other materials. Any significant unanticipated
increase.or decrease in the prices of these commodities could materially affect our results of operations,
Increasing oil-related product costs could also adversely.impact gross margi?s.

Our business could be adversely impacted by a_riy' disruption to our supply chain.

Independent manufacturers manufacture a majority of our products outside of our principal sales markets,
which requires us'to transpott our products through third parties over large geographlc distances. Delays in the
shipment or delivery of our products due to the av:ulablhty of transportatlon' work stoppages or other factors
could adversely impact our financial performance.’

Our business could be adversely impacted by the financial instability of 'our customers.

t
We sell our products to wholesale customers and extend credit based on an evaluation of each customer’s

financial condition, usually without requiring collateral. The financial drfﬁcultles of a customer could cause us
to curtail doing business with that customer. Our inability to collect from our customers could have an adverse

effect on our business or our financial condition. i

|
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We depend on sales forecasts which may not be accurate and may result in higher infrastructure and
product investments. . .

We base our investments in infrastructure and product, in part, on sales forecasts. We do business in
highly competitive markets, and our business is affected by a variety of factors, including brand awareness,
product innovations, retail market conditions, economic and other factors, changing consumer preferences,
fashion trends, seasonality and weather conditions. One of our prmcnpa! challenges is to predict these factors
to enable us to match the production of our products with demand. If sales forecasts are not achieved, these
investments could represent a higher percentage of revenue, and we may experience higher inventory levels |
and associated carrying costs, all of which could adversely affect our financial performance.

1

Declines in revenue in our retail stores could adversely affect praﬁtabtlrty

We have made mgmﬁcant capital investments in opening retail stores and incur q1gn1ﬁcant expendnures in
operating these stores. The higher level of fixed costs related to our retail organization can adversely affect
profitability, particularly in the first half of the vear, as our revenue historically has been more heavily
weighted to the second half of.the year. Our ability to recover the investment in and expenditures of our retail
organization can be adversely affected if sales at our retail stores are lower than anticipated. Qur gross margin
could be adversely affected if off-price sales increase as a percentage of revenue.

We rely on our licensing partners to help us preserve the value of our brand.

Since late 1994, we have entered into several licensing agreements which enable us to expand our brand
to product categories and geographic territories in which we have not had an appreciable presence. The risks
associated with our own products also apply to our licensed products. There are also any number of possible
risks specific to a licensing partner’s business, including, for example, risks associated with a particular
licensing partner’s ability to obtain capital, manage its labor relations, maintain relationships with its suppliers,
manage its credit risk effectively and maintain relationships with its customers. Although our license
agreements prohibit licensing partners from entering into licensing arrangements with certain of our compet-
itors, generally our licensing partners are not precluded from offering, under other brands, the types of
products covered by their license agreements with us. A substantial portion of sales of the licensed products
by our domestic licensing partners are also made to our largest customers. While we have significant control
over our licensing partners’ products and advertising, we rely on our licensing panners for, among other
things, operational and financial control over their businesses,

The loss of key executives could cause our business to suffer, and control by members of the Swartz fam-
ily and the anti-takeover effect of multiple classes of stock could dtscourage attempis to acqmre us.

Sidney W. Swartz, our Chairman, Jeffrey B Swartz, our President and Chief Executive Officer, and other
executives have been key to the success of our business to date. The loss or retirement of these or other key
executives could adversely affect us. Sidney W. Swartz, Jeffrey B. Swartz and various trusts established for the
benefit of their families or for charitable purposes, hold approximately 71% of the combined voting power of
our capital stock in the aggregate, enabling them to control our affairs and to influence the election of the
three directors entitled to be elected by the holders of Class A common stock voting separately as a class.
Members of the Swanz family will, unless they sell shares of Class B common stock that would reduce the
Class B common stock outstanding to 12.5% or less of total Class A and CIass B shares outstanding, have the
ability, by virtue of their stock ownership, to prevent or cause a change in control of the Company.

Our charter documents and Delaware law may inhibit a change of control that stockholders may cons;der
favorable.

Under our Certificate of Incorporation, the Board of Directors has the ability to issue_and determine the
terms of preferred stock. The ability to issue preferred stock coupled with the anti-takeover provisions of .
Delaware law could delay or prevent a change of control or change in management that might provide -

stockholders with a premium to the market price of their common stock.
t
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Our inability to attract and retain qualified employees could impact our business.

We compete for talented.employees within our industry. We must maintain competitive compensation

packages to recruit and retain qualified employees. Our failure to attract and retain qualified employees could
adversely affect the sales, design and engineering of our products.

Our ability to protect our trademarks and other intellectual property nghts may be limited.

We believe that our trademarks and other proprietary rights are 1mportant to our success and our
competitive position. We devote substantial resources to the establishment and protection of our trademarks on
a worldwide basis. We cannot ensure that the actions we have taken to establish and protect our trademarks
and other proprietary rights will be adequate to prevent imitation of our products by others or to prevent others
from seeking to block sales of our products as a violation of the trademarks and proprietary rights of others.
Also, we cannot ensure that others will not assert rights in, or ownership of, trademarks and other proprietary
rights of ours or that we will be able to successfully resolve these types of conflicts to our satisfaction. We are
also susceptible to injury from parallel trade and counterfeiting of our products. In addition, the laws of certain
foreign countries may not protect proprietary rights to the same extent as do the laws of the United States.

We cannot assure the successful implementation of our strategy.

As part of our growth strategy, we seck to enhance the premium positioning of our brand, to extend our
brands into complementary product categories and consumer groups, to expand geographically and to improve
our operational performance. There can be no assurance that we will be able to successfully implement any or
all of these strategies, which could lead to a decline in our results in operations, which in turn could have a
negative effect on our stock. . '

{

The value of our brand, and our sales, could be diminished if we are’ associated with negative publicity.

While our staff and third-party compliance auditors periodically visil; and monitor the operations of our
vendors, mdependent manufacturers and licensees, we do not control these vendors or independent manufac-
turers or their labor practices. A violation of our vendor policies, labor laws or other laws by these vendors or
independent manufacturers could interrupt or otherwise disrupt our sourcing or damageé our brand image,
Negative publicity, for these or other reasons, regarding our Company, brand or products, including licensed
products, could adversely affect our reputation and sales. ‘

Risks Related to Qur Industry
We face intense campetman in the worldw;de Jootwear and apparel mdustry, which may impact our sales.

We face a variety of competitive challenges from other domestic and foreign footwear and apparel
producers, some of which may.be significantly larger and more diversified and have greater financial and
marketing resources than we have. We compete with these companies primarily on the basis of anticipating
and responding to changing consumer demands in a timely manner, maintaining favorable brand recognition,
developing innovative, high-quality products in sizes, colors and styles that appeal to consumers, providing
strong and effective marketing support, creating an acceptable value proposition for retail customers, ensuring
product availability and optimizing supply chain efficiencies with manufacturers and retailers, and obtaining
sufficient retail floor space and effective presentation of our products at retail, Increased competition in the
worldwide footwear and apparel industries, including internet-based competitors, could reduce our sales, prices
and margins and adversely affect our results of operations.

A downturn in the economy may affect consumer purchases of discretioriary itéms and retail products,
which could adversely affect our sales.

The industries in which we operate are cyclical. Many factors affect the level of consumer spending in
the footwear and apparel industries, including, among others, general business conditions, interest rates, the
availability of consumer credit, weather, taxation and consumer s:cmﬁdence3 in future economic conditions. -
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ITEM 2. PROPERTIES =

.

Consumer purchases of discretionary items, including our products:'may decline during recessionary .periods

and also may decline at other times when disposable income is lower. A downturn in the economies in which
we, or our llcensmg partners, sell our products whether in the Umted States or abroad, ‘may adverse!y affect

our sales. Our gross margin could also be adversely affected if off-pnce sales mcrcase as a percentage of

revenue.

Retail trends could result in downward pressure on our prices.

With the growing trend toward retail trade consolidation, we increasingly depend upon a reduced number
of key retailers whose bargaining strength is growing. Changes in the policies of these retail trade customers,
such as increased at-once ordering, limitations on access to shelf space and other conditions may result in
lower net sales. Further consol:datlons in the retail mdustry could.result in-price and othcr compctltton that
could damage our business. : S . : *

' f " ' : e T
[

ITEM 1B. UNRESOLVED STAFF COMMENTS .

None.

We lease our worldwide headquarters-located in Stratham New Hampshire. The lease for this property
expires in September 2010, with the option to éxtend the term for two' ddditional five-year peri6ds. We !
consider our headquarters facilities adequate and sultable for our current needs. :

, We lease our manufacturing facilities located in Santiago, Dominican Republic, under leasing arrange-
ments, which expire on various dates through 2009. We own our distribution facility in Danville, Kentucky,
and we lease our facilities in Ontario, California and Enschede, Holland. The Company and its subsidiaries
lease all of their specialty and factory out]et stores. Our subsndlartes also leaoe office and warehousc space o
meet their tndwtdual requlrements -

ITEM 3. LEGAL PROCEEDINGS - L

We are involved in various litigation and legal matters that have arisen in the ordinary course of business.
We believe that the ultimate resolution of any existing matter wilt not have a material adverse effcct on our
consolidated financial statements. . S T

ITEM 4. SUBMISSION OF MATTERS TOA VOTE OF SECURITY HOLDERS '
Dunng the fourth quaner of the ﬁscal year ended Deccmber 31 2006 no matter was submitted 1o a vote
of security holders through the solicitation of proxies or otherwise. 1 - : .

P |
. ’ '

v ' " _PARTHII * . ' :

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES, OF EQUITY SECURITIES. ‘

oo

. Our Class A Common Stock is traded on the New York Stock Exchange under the symbol TBL. There is
no market for shares of our Class B Common Stock: however, shares-of Class B.Common Stock may be
converted into shares of. Class A Common Stock on.a one-for-one basis and will attomatically be converted
upon any transfer (except for estate planning transfers and transfers approved by the Board of Directors). -+
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The following table presents the high and low-.closing sales prices of our Class A Common Stock for the

past two years, as reported by the New York Stock Exchange. -

‘1_4 '
|
.

, 2006 2005
High Low High Low
-First Quarter . ......... e e $37.13  $3245 $3655 $31.62
Second Quarter . . .......... e eiieeeieecooloo 35010 2610 39.69 34.53
Third Quarter .................... PO 2970 2535 4075 3217
Fourth QUArter. ... .......................... e 3337 2824, 3376 27.40

As of February 23, 2007, the number of record holders of our Class -A Common Stock was 821 and the
number of record holders of our Class B Common Stock was 7. The closmg sales price of our Class A
Common Stock on February 23, 2007 was $28.41 per share. l
'

We have never declared a dividend on either the Company’s Class Al or Class B Common Stock. Our”
ability 1o pay cash dividends is limited pursuant to loan agreements (see l}lote 11 to the Company’s
consolidated financial statements included in Item 8 of this Annual Report on Form 10-K). The Company has
no plans to issue a cash dividend at this time. z

Performance Graph ‘ : - T -
. . ‘

The following graph shows the five year cumulative total return of Ciass ‘A Common Stock as compared
with the Standard & Poor’s (S&P) 500 Stock Index and the weighted averége of the Standard & Poor’s
Footwear Index and the Standard & Poor’s Apparel, Accessories and Luxury Goods Index. The total return for
the Footwear and Apparel, Accessories and Luxury Goods indices is weighted in proportion to the percent of
the Company’s revenue derived from sales of footwear and from apparel and accessorles (excludmg royalues
on products sold by licensees), respectively, for each year. Loy . . . :

2001" 2002 2003 2004 2005 2006

——@——Timberland — —i— —54P 500 Index  ----a--- ad Averape of
5& 500 Foctwear, Index and .
' S&P 500 Ap ral Aweuoml - -t 1
and Luxury

: : 2001(1) 2002 2003 - 2004 2005 2006
Timberdand. .. ... ... ... ... ... ... 100.00 9604 14043 169.01 17557 17033
S&PS500Index..... ... ... ..., 100.00 7790 10025 111.15 11661  135.03
Weighted Average of S&P 500 Footwear Index ! -
and S&P 500 Apparel, Accessories and j L
Luxury Goods Index . . .................. 100.00 8526 121.64 159.50 161.21 19230
- - ST B o oo . . .
(1) Indexed to December 31, 2001 i s
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ISSUER PURCHASES OF EQUITY SECURITIES(1).
For the Three Fiscal Months Ended December 31, 2006

Total Number Maximum Number
of Shares of Shares
. Purchuised as Part That May Yet
Total Number of Publicly be Purchased
of Shares Average Price Announced Under the Plans -
Period* Purchased **  Paid per Share Plans or Programs or Programs
September 30 -— October 27 . .. .. 274,752 $29.14 274,752 4,095,451
October 28 — November 24 . . . .. 249,078 3046 249,078 3,846,373
November 25 — December 31 . . . 300,388 31.90 300,388 3,545,985
Qd4Total.................... 824,218 $30.54 . 824,218
Footnote(1) ,
k Approved -
. Announcement Program Expiration .
) Date Size (Shares) Date
PROIAM 1 oo oo et e et e e 02/09/2006 6,000,000  None

No existing programs expired or were terminated during the reporting period. See Note 14 to our ..
consolidated financial statements, entitled “Stockholders’ Equity”, in Item § of this Annual Report on
Form 10-K for additional information,

* Fiscal month

** Based on trade date — not settlement date '
. N )

ITEM 6. SELECTED FINANCIAL DATA : . : Ty

Selected Statement of Income Data

Years Ended December 31, 2006 2005 2004 2003 2002
(Dollars in thousands, except per share data)

Revenue .................. ... .. $1,567,619  $1,565681  $1,500,580  $1,342,123  $1,190,896
Net income before cumulative effect .

of change in accounting principle . . 106,432 164,624 152,693 117,879 90,200
Netincome(2). .................. 106,432 164,624 152,693 117,879 95,113
Earnings per share before cumulative

effect of change in accounting

principle ’

Basic .......... ... 0. £ L70. % 248 % 219 % 166 $ 1.21

Diluted . . ............. e $ 167 $ 243 $ 214§ 162 $ 1.8
Earnings per share — net income ' :

Basic ........... ... .. ... $ 1.70 % 248 % 219§ 1.66 % 1.27

167 §. 243 % 214§ 1.62 3§ 1.25

Diluted .. .......... e $

(1) Effective January 1, 2006, thé Company adopted Statement of Financial Accounting Standards 123(R),
Share-Based Payment. See Note 15 to our consolidated financial statements in Item 8 of this Apm]al
Report on Form 10-K.

(2} In 2002, we recorded a $4,913 after-tax géin from the cumulative effect of a change in accounting
principle. : : o g . N
1
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Selected Consolidated Balance Sheet Data- LT A AR

December 31, o v -t 2006 R 4 2005 2004 " 2003 2002

. (Dollars in thousands)
Cash and equivalents .. .................. $181,698 ° $213,163  $309,116  $241,803 $141,195
Working capital .. ............. PR e . 366,292 372,266 ., 422,855 342,569 286,027
Total assets: . ... ....covvenenn .. ot 843,105 « 788,654 757,510 641,716 538,671
Total long-term debt . . . .. e [P I .= — T — =
Stockholders’ equity ... ... e Lol ... 560,817 528,187 - 511 507 428,463 372,785

LR SR B T . ‘ . N .- iy

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL COND! TION AND
RESULTS OF OPERAT. IONS

L1} “

The following discusses The Tlmberland Company’s (“we”, “our”, “us”, “Timberland” or the “Company”)
results of operations and liquidity and capital resources. The discussion, mcludmg known trends and
uncertainties identified by management, should be read in conjunction with the consolidated financial
statements and related notes. Included herein are discussions and reconciliations of total Company, total -
International, Europe and Asia revenue changes to constant dollar revenu‘le changes, and operating expense,
operating income, net income and diluted earnings per share (“EPS") to.operating expense, operating inccme,
net income and diluted EPS, respectively, excluding restructuring and related costs and including share-based
employee compensation costs related to stock option and employee stockl purchase plans. Constant dollar
revenue changes, which exclude the impact of changes in foreign exchange rates, and operating expense,
operating income, net income and diluted EPS excluding restructuring and related costs and including share-
based employee compensation costs are not Generally Accepted Aecoummg Pnnc1ple (“GAAP") performance
measures. We provide constant dollar revenue changes for total Company', total International, Europe and Asia
results because we use the measure to understand revenue changes excludmg any impact from foreign
exchange rate changes We provide operating expense, operating income, net income and diluted EPS
excluding restructuring and related costs and including share-based employee compensation costs to under-
stand operating expense, operating income, net income and diluted EPS excluding restructuring and related
costs and to provide comparability to reported results that include share-based employee compensation costs as
prescribed by Statement of Financial ‘Accounting Standards (“SFAS”Y 123:(R), “Share-Based Payment.”

?

+

Recent Developments

'
i ) " e
A 0 .t

Global lReorganizlatib‘n _ "; . T

As part of our commitment (o better serve our consumers and improve our performance, in December
2006 we made a series of organizational changes that will better align our, go-to-market 'infrastructure with the
consumers we seek to serve. In this context we are assessing our business' segment definitions and anticipate
that beginning in the second quarter of, ,2007, we will shift to a reporting structure that mirrors the newly
established consumer categories — Authemlc Youth, CasualGear, Outdoor Group and Industrial. Each of these
categones will be led by a President, along with dedicated resources. agamsl merchandising, design, sales
planning, category marketmg and global sales. The President of each group will report directly to the Chief
Executlve Officer, . '

. . SO S . .- H
North Amencan Apparel Ltcensmg Agreement -t ;

In February, 2007, we announced that we entered into a l1censmg agreement with Phllhps Van Heusen for
the design, sourcing and marketing of ‘apparél in- North- America under the Timberland® brand, beginning with
the Fall 2008 line. Excluded from the agreement with Phillips-Van Heusen'are Timberland® Qutdoor
Performance apparel, which Timberland will continue to design, source and market worldwide, as well as
Timberland PRO® apparel, which is the subject of an exclusive license agreement with Block Corporation for

the United States and Canada. As a result of our decision to license Timberland® brand apparel in North

America, we will incur a pre-tax restructuring charge in-the range of $4 million in 2007 to cover severance,
outplacement services and asset disposal costs associated with implementation of this strategy. We anticipate

\
* )
'
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that this action will result in cost savings in the range of $4 — $5 million’ in 2007, weighted towards the second
half of the year. These savings have been factored into the Company’s financial outlook.

- Executive Departures : R .

* In February, 2007, the Company also announced that Kenneth P. Pucker, Executive Vice President and
Chief Operating Officer, and Brian McKeon, Executive Vice President — Finance and Administration’ arid -
Chief Financial Officer, will be leaving the Company effective March 31, 2007. Mr. Pucker has entered into a
separation agreement with the Company, which provides for a cash payment and the vesting of certain shares -
previously awarded under the Company’s incentive compensation plans. The Company will incur a restructur-
ing charge of approximately $3.3 million in 2007 to record these items, including a recovery of approximately
$0.8 million associated with the forfeiture of other shares awarded to Mr. Pucker but not vested upon
termination.

*

Overview

i » Y I .

Qur principal strategic goal is to.become the authentic outdoor brand of choice globally. We continue to
develop a diverse portfolio of footwear, apparel and accessories that reinforces the functional performance,
benefits and classic styling that consumers have come to expect:from our brand. We sell our products to
consumers who embrace an outdoor-inspired lifestyle through high-quality distribution channels, including our”
own retail stores, which reinforce the premium positioning of the Timberiand® brand. . -

To deliver against our long-term goals, we are focused on driving progress on key strategic fronts. "These
include enhancing our leadership position in our core footwear business, capturing the opportunity that we see
for outdoor-inspired apparel, extending enterprise reach through development of new brand platforms and
brand building licensing arrangements, expanding geographlcally and driving operauonal and financial
excellence whlle sefting the’ standard for commitment to the community and striving to be a global employer '
of chonce :

Highlights of our 2006 financial performance include the following: "
. 'Revenue_of $1,567.6 million was relativel'y flat with the prior year.

+ Gross margin was 47.3% in 2006, compared to 49.6% in 2005.

* Operating income for the year was $159.7 million, or 10.2% of revenue, compared to $245.4 million,
or 15.7% of revenue, in 2005. Operating income excluding restructuring charges in both years and *

" including share-based employee compensation costs related to stock option and employee stock

purchase ptans in 2005 was $163.6 million, or 10.4% of revenue, compared to $237.1 million, or.

15.1% of revenue. . ' o _ . W e

+ Net income was $106.4 million in 2006 compared to $164.6 million in 2005. Excluding restructuring’ '
" charges in both years and including share-based employee compensation costs related to stock option’
and employee stock purchase plans in 2005 net income was $108.9 million compared to $159.2 mllhon
in 2005. )

* Diluted earnings per share decreased from $2.43 in 2005 to $1.67 in 2006. Excluding restructuring
charges in both years and inciuding share-based employee compensation costs related to stock option
and employee slock purchase plans in 2005 dlluted earmngs per share decreased from $2.35 to $1 71.

» Net cash provided by operatmg ElCthltleS decreased from $182,3 rmlllon “in 2005 to $ll] 3 mllhon in .
2006. . ,

* Cash at the end of the year was $181.7 million with no debt outstanding.

* We continue to maintain our focus on serving as a reference. for socially responsible companies through
our commitment to community. ‘During the fourth quarter of 2006, we held our annual North American
sales meeting in New Orleans where we worked in unity. with over 800 volunteers to assist in the
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on-going effonts to revitalize the city, We also remain committed to being an employer of choice as

demonstrated by our recognition for the tenth consecutive year in' Fortune magazine’s list of “100 Best

Compames 8] Work For y |

For 2007, we are targeung sohd growth across our casual, outdoor and mdusmal categories. We are also
committed to improving pérformance-in our boots and kids' businesses, supported by a disciplined product
supply and distribution strategy that is aligned with the premium position the Company seeks'to maintain with
consumers. In this context, we expect to see continued significant declines in boots and kids’ sales in 2007,
likely in excess of $100 million globally. These impacts will likely limit overall revenue to prior year levels
for the full year -

Lower boots and kids’ sales and impacts from higher relative product costs are expected o place
continued pressure on operating margins, with expectallons for potential full-year declines in the range of
300 basis points compared to prior year levels excluding restructuring costs. We expect sales and operating
margin pressures will be greater early in 2007 given warm winter weather conditions, the lapping of prior year
results and macro factors such as the implementation of European Union (“EU”) anti-dumping duties. We
estimate these factors will contribute to a decline in operating profits excluding restructuring costs in the range
of $40 million in the first half of 2007, with most of this decline in the ﬁ;rst quarter.

e '

. . - i
Critical Accounting Policies - . r
J

Our discussion and analysis of our financial condition and results of operations are based vpon our
consolidated ﬁnanc1al statements, which have been prepared in accordance with accounting principles
generally accepted in the United States of America. The preparation of these financial statements requires us
to make estimates and judgments that affect the reported amounts of assets, liabilities, revenucs, expenses and
related disclosure of contingent assets and liabilities. On an on-going basis, we evaluate our estimates,
including those related to sales returns and allowances, realization of outstanding accounts receivable, the
carrying value of inventories, derivatives, other contingencies, impairment, of assets, incentive compensation
accruals, shared-based compensation and the provision for income taxes. We base our estimates on historical
experience and on various other assumptions that are believed to be reasonable under the circumstances, the
results of which form the basis for making Judgments about the carrying values of assets and liabilities that
are not readily apparent from other sources. Historically, actual results have not been materially different from
our estimates. Because of the uncertainty inherent in these matters, actual results could differ from the
estimates used in applying our critical accounting policies. Our significant accounting policies are described in
Note 1 to the Company’s consolidated financial statements in Item 8 of this Annuai Report on Form 10-K.

We have identified the following as critical accounting policies, based on the significant judgments and
estimates used in determining the amounts reported in our consolidated ﬁr}ancial statements:

Sales Returns and Allowances

Our revenue consists of sales 1o wholesale customers (including dlsmbutors franchisees and commis-
sioned agents), retail and e-commerce store revenues, license fees and royalties. We record wholesale and
e-commerce store revenues when title passes and the risks and rewards of ownership have passed to our
customer, based on the terms of sale. Title passes generally upon shipmént to or upon receipt by our customer,
depending on the country of sale and the agreement with our customer. Retail store revenues are recorded at -
the time of the sale. License fees and royalties are recogmzed as earned per the terms of our licensing and
royalty ‘agreements.

We record reductions to revenue for estimated wholesale and retail cuStomer returns and allowances. We
base our estimaltes on historical rates of customer returns and allowances, as well as the specific identification
of outstanding returns and atlowances, which are known to us but which have not yet been received. Our total
reserves for sales returns and allowances were $35.9 million and $38.2 million at December 31, 2006 and
2005, respectively. The actual amount of cusiomer returns and allowances may differ from our estimates. If we
determine that increases or decreases to sales returns and allowances are appropriate, we record either a
reduction or an increase in sales in the. period in which we make such a determination.
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Allowance for Doubtful Accounts s - ™

We make ongomg estlmates for losses relatlng o our allowance for uncollecuble accounts receivable
resulting from the potential inability of our customers to make required payments. We estimate potential losses
primarily based upon our historical rate of credit losses and our knowledge of the financial condition of our
customers. Qur allowances for doubtful accounts totaled $12.1 million and $8.8 million at December 31, 2006
and 2005, respectively. The increase in our allowances for doubtful accounts reflects erosion in the timeliness
of collections in the U.S. and Europe. Historically, losses have been within our expectations. If the financial
condition of our customers were to change, adjustments may be required to these estimates. Furthermore, .we
provide for estimated losses resulting from disputes, which arise with respect to the gross carrying value of
our receivables. The settlement or resolution of these differences could result in future changes to these
estimates. If we determine that increases or decreases to the allowance for doubtful accounts are appropriate,
we record either an increase or decrease to sellmg expense in the period in which we make such a
determmauon |

:

3.

Inventory Valuation

- vy

We value our inventory at the lower of cost (first-in, first-out) or market value. -Market value is estimated
based upon assumptions made about future demand and retail market conditions. If we determine that the
estimated market value of our inventory is less than the carrying value of the inventory, We provide a reserve:
for the difference as a charge to cost of sales. Our, reserves related to inventory valuation totaled $9.9 million
and $10.8 million at December 31, 2006 and 2005 respecuvely If actual market condmons are more or less
favorable than our estimates, adjustments to our inventory reserves may be requlred The adjustments would
decrease or increase our cost. of sales in the penod in Wthh they are recogmzed i

R . o, . Ty

Derivatives . _ L PRIPYS S

' - L o LR

We are routinely subject to currency rate movements on non-U.S. dollar denominated assets, liabilities
and income as we purchase and sell goods in foreign markets in their local currencies. We use derivative
instruments, specifically forward contracts, to hedge a portion of ‘our forecasted forelgn currency transactions. -
We use our operating budget and forecasts to estimate future economic expostre and todetermine the
appropriate levels and timing of related hedging transactions. We closely monitor our foreign currency
exposure and adjust our hedge positions 'accordiﬁg'ly Our estimates of anticipated transactions’could fluctuate
over time and could vary from the ultimate transaenons (see Note 3 to our consoclidated financial statements in
Item 8 of this Annual Report on Form 10- K)“Future operating results could be 1rnpacted by adjuslments to
these estimates. ) o oW,

4

Contingencies

In the ordinary course of business, we are involved in legal proceedings invelving contractual and
employment relationships, product liabilities, trademark rights and a variety of other matters, We record
contingent liabilities when it is probable that a liability has been incurred and the amount of the loss is
estimable. We disclose a contingent liability when there is at least a reasonable possibility that a loss has been
incurred. Estimating probable losses requires analysis and judgment about the potential actions. Therefore,
actual losses in any future period are inherently, uncertain, We do not believe that any pending legat
proceeding or claims wili have a material impaction our consolidated financial statements. However, if actual
or estimated probable future losses exceed our recorded liability, we would record additional expense during
the period in which the loss or change in estimate occurred.

* ' ]
A
taoud

Lang-hved Assets

. ot ' N . v B
When events or circumstances indicate’ that-the'carrying value of a long- hved asset may be impaired, we
estimate the future undiscounted cash’ flows to'be derived from the asset to determine whether or not a
potential impairment exists. If the carrying value exceeds the estimate of future undiscounted cash flows, -
impairment is calculated as the excess of the cafrying value of the asset over the estimate of its fair market

24




|
v
t
|
+
i

value. We estimate future undiscounted cash flows using assumpuons about expected future operating- = .
performance. Those estimates of undiscounted cash flows could differ from actual cash flows due to, among
other things, technological changes, economic conditions or changes to business operations. For 2006 and
2005, no significant impairment related to the carrying value of our longlllved assets has been recorded. -

| |
Incentive Compensation Accruals B
i
We use incentive compensation plans to link compensation to the achlevemenl of specific annual
performance targets. We accrue for this liability during each year based on certain estimates and assumptions.

The amount paid, based on actual performance, could differ from our accrual.
Share-based Compensation ‘ 1

The Company estimates the fair value of its stock option awards andlremployee stock purchase plan (the
“ESP Plan”) rights on the date of grant using the Black-Scholes option valuation model. The Black-Scholes
model includes various assumptions, including the expected volatility for étock options and ESP Plan rights
and the expected term of stock options. These assumptions reflect the Company’s best estimates, but they
involve inherent uncertainties based on market conditions generally outside of the Company’s control. As a
result, if other assumptions had been used, share-based compensation expenqe as calculated and recorded
under SFAS 123(R) could have been matena]ly impacted. Furthermore, if the Company uses different
assumptions in future periods, share-based compensation expense could bd materially impacted in future
periods, See Note 15 to the Company’s consolidated financial statements i'n Item 8 of this Annual Report on
Form 10-K for additional information regarding the C'ompany’s adoption df SFAS 123(R).

| \'j .

In accordance with Financial Accounting Standards Board Staff Posmon FAS 123(R)-3, “Transition
Election to Accounting for the Tax Effects of Share-Based Payment Awards”, in the fourth quarter of 2006 the
Company elected to adopt the alternative transition method for purposes of calculating the pool of excess tax
benefits available to absorb tax deficiencies recognized subsequent to the a'doption of SFAS 123(R).

|
Income Taxes - ‘ " |
. |

We record deferred tax assets and liabilities based upon temporary book to tax differences. The carrymg
value of our net deferred tax assets assumes that we will be able to generate sufficient future taxable income
in certain tax jurisdictions to realize the value of these assets. If we were unable to generate sufficient future
taxable income in these jurisdictions, an adjustment could be required in the net carrying value of the deferred
tax assets, which would result in additional income tax expense in our consblidated statements of income.
Management evaluates the realizability of the deferred tax assets and assesses the need for any valuation
adjustment quarterly. ‘ i

' 1

We estimate the effective tax rate for the full fiscal year and record a duarterly income tax provision in

accordance with the anticipated annual rate. As the fiscal year progresses, the estimate is refined based upon

actval events and earnings by jurisdiction during the year. This continual esnmauon process penodlcally
~results in a change to the expected effective tax rate for the fiscal year. When this occurs, we adjust the
income tax provision during the quarter.in which the change in estimate occ'urs so that the year-to-date
provision reflects the expected annual rate. In the fourth quarter of 2006, we adjusted our effective tax rate
estimate to 35.0% from our previous full year estimate of 35.6%. ¢

" We have provided reserves for certain tax matters, both domestic and fdreign, which we believe could
result in additional tax being due. Our tax reserves total approximately $16.0 million at December 31, 2006.
Any.additional assessment or reduction of these contingent liabilities will belreflected in the Company 5
effective tax rate. : P ' '

\ l
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Results of Operations ' : S . T e

: Years Ended December i, " 2006 : Co2008 0 b 2004 '
. ‘ ! (Amounts in Thousands, Except Per Share Data) - '
Revenue ............ vl 81,567,619 100.0% $1,565,681 100.0% $1,500,580 100.0%
Grossprofit .............. 742,136 47.3 776,905 49.6 739,075 49.3
Operating expense. . ........ 582,443 372 531,523 339 - 505,212 . 337
Operating income . . . . .. .... 159,693 102 245382 15.7 233863 156
Interest income, net. . .. .. L 966' 0.1 -« 3335 - 02 e 1,095 0.1
Other income, net .. ... ... - ' 3,082 0.2 33 001 775 01" ¢
Net income. . ............. '$ 106432 68 $ 164624 105 $'152.603 ' 102 -
Eamnings per share
Basic ................. $ 1.70 3 248 § 2.19
Diluted .. .............. $ 1.67 $ 243 5 2.14
Weighted-average shdres S ‘ ' ' o ' L
outstanding ) i
“Basic L .l. ... .. ... . 62510 66,325 69,628
Dilated .. ......0...... 63,690 . 67,774 L7131
2006 Compared t0 2005 . .00
Revenue o T ‘ e : ‘

L bl . . P Py
Consolidated revenue.of $1,567.6 million was flat with the prior year. Benefits from the addition of
SmartWool, which contributed an incremental $51.2 million to revenue growth, solid growth in international
markets and gains in Timberland PRO® footwear and Timberland® brand appare] offset sales declines in boots
and kids’ footwear, primarily in.the U.S. . _— , e

Segments Review - . SR e ' S

We have three reportable business segments (see Note 17 to the consolidated financial statements in
Item 8 of this Annual Report on Form 10-K): U.S. Wholesale, U.S. Consumner Direct and Imemati_onal.‘

U.S. Wholesale revenues were $640.0 million in 2006, down 3.0% compared to 2005. The decrease was
driven primidrily by declines in boots and kids’ footwear. This decrease was partially offset by a full year of
sales from SmartWool, which added $42.8 million in incremental revenue, and strong growth in Tlmberland
PRO® footwear and ’l‘lmberlandG> ‘brand apparel sales. B

U s. Consumer Dlrect revenues declined 7 0% to $197.7 millxon in 2006, Comparable store sales declmed
9.6%, reflecting both unseasonably warm weather trends which pressured sales and our decision to remove
classic boot product from outlet stores in the second half of the year as part of our strategy to strengthep
overall pricing for these products in the U.S. market. Sirong growth in our e-commerce business, due primarily
to incremental SmartWool sales, partially offset the decrease in comparable store salés.

International revenues § grew 5.3% to $?30 0 million in 2006, reflecting growth"acr‘oss Et'lrope Asia and’
Canada. ‘Overall, International revenues grew to 46.6% of consohdated reveriues. Europe § revénue increased -
2.6%, or 1.8% in constant dollars, to $547.1 miltion. Growth 'in our Evropean distributor business, expansion
in the key southern European markets of Italy and Spain and'gains in Scandinavia offset softer sales results in
France, Benelux ‘and the U.K. Double digit growth in mén’s and women’s casual footwear anid solid gains’ ‘in
apparel and accessories were partially offset by declines iri boots and- outdoor performance’ and kids™ footwear.

:

*Asia posted revenues of $145.4 million, up 9.0%, or 11.0% in constant dollars, over the prior year.
Revenue increases are attributed to strong gains in Japan; our Asian distributor business, reflecting our
continued expansion in China; and: Taiwan. Asia’s ‘growth is-supported by sales gains in all product categories.
We continue to expand our retail presence in Asia, with a net addition of 14 stores and shops in 2006. - i
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Canada expanded significantly over the prior year, growing 42.4% to $24.6 million. Sales results reflect
benefits from the 2006 re-acquisition of distribution rights for apparel in Canada and gains in accessories and
Timberland PRO® and women’s casual footwear.

Products

Worldwide footwear revenue was $1,126.9 million, down 6.1% from the prior year. Footwear results were
driven by a decline in boots and kids’ footwear sales, partially offset by Pigher sales of Timberland PRO?® and
men’s and women’s casual footwéar. Unit sales were 9.2% lower than the prior year, reflecting lower sales of
boots and kids® footwear. The average selling price increased 3.5% as a resull of business mix impacts
reflécting growth in mternatronal markets

- Wor]dwrde apparel and accessories revenue was $422.4 mllllon in 2006, an increase of 21.1% compared
to the prior year. This increase reflects a full year of SmartWool sales, which contributed an incremental
$51.2 million in revenue, as well as solid growth in Timberland® brand apparel sales worldwide. Unit sales of
apparel and accessories increased 48.8%, while the average selling price ‘decreased 18.6%, reﬂectmg impacts
from the aClCllIlO[l of SmartWool’s products which hdve lower average sellmg prices, " "

Royalty and other revenue, which consists primarily of royalties from third-party lrcensees and dlsmbu-
tors, increased 9.2% to $18.3 million, reflecting increased sales of licensed kids’ apparel in the U.S. and
growth in our international distributor business. S . . L

Channels ' ot

Worldwide wholesale revenue growth offset the decline in our global consumer direct business.
Worldwide wholesale revenue was $1,191.6 million, a 1.2% increase over the prior year. Sales gains in apparel
and accessories, Timberland PRO® footwear and men’s and women’s casual footwear offset lower sales of
baots and kids’ footwear. Global consumer direct revenues were $376.0 million, 3.0% lower than the prior
year. Worldwide comparable store sales déclined 8.7%, reflecting unseasonably warm weather trends that
pressured retail sales in the U.S. and Europe. This decrease inore than'offset benefits from global door
expansion and strong performance from ‘our e-commerce busmess Durmg 2006 we opened 35 stores shops
and outlets and closed 12 worldwide!

4 N

Gross Profit ! s
Gross profit as a percentage of sales OT gross margin, was 47.3% in 2006 compared to 49.6% in 2005
This décrease reflects impacts from’ product mix impacts, including tower sales of boots and kids™ footwear; *
higher levels of off-price and discounted sales; and higher comparable product costs, including effects from *
anti-dumping duties on EU footwear which added $5.5 million‘to product costs in 2006. )

We include the costs of procuring inventory (mbound fre1ght and duty, overhead and other similar costs)
.in cost of goods sold. These costs amounted_ to $97. 9 mlllton and $101.4 mlllton in 2006 and 2005
respectlvely .

Opemtmg ‘Expense b -
Total operating expense was $582. 4 mitlion in 2006, $50.9 million, or 9.6% higher than in 2005. As a
percentage of revenue, operating expense was 37.2%, up 330 basis points from the 33. 9% reported in 2003,
Excludmg restructuring and related costs in both 2006 and 2005, and including share-based compensation -
costs in 2005, base operating éxpense increased $38.7 million, or 7.2%, driven by $26.4 million of incremental
costs associated with new businesses and category development including the addition of SmartWool,
$18.2 million of cost growth related to International expansion and $12.1 million of incremental costs
associated with share-based compensatton as a result of new accountmg requrrements offset by a $10.4 million
reduction’in markeung expenses and a $9.3 million dechne in worldwide incéntive compensatton COStS. !

Selling expense for 2006 was $453 0 million, an increase of $35.6 lTlllllOI."l or 8.5% compared to the prior
year. The increase was driven by $21.5 million in costs related to new businesses and category development,
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$18.2 millien in International business expansion and $8.2 million in share-based employee compensation
" costs. These increases were partially offset by decreases of $10.4 million in marketing costs and $5.3 in
worldwide incentive compensation costs. Foreign exchange rate changes had minimal impact on selling
expense growth.

- We include the costs of physically managing inventory (warehousing and handling costs) in selling
expense. These costs totaled $38.2 million and $37.8 million in 2006 and 2005, respectively.

Advertising expense, which is inciuded in selling expense, was $28. I million and $36.6 million in 2006
and 2005, respectively. The decrease reflects shifts in spending towards other brand building activities such as
investments in our international business and retail expansion. Advertising costs are expensed at the time the
advertising is used, predominantly in the season that the advertising costs are incurred. As of December 31,
2006 and December 31, 2003, we had $0.7 million and $1.2 million of prepaid advemsmg costs recorded on
our consclidated balance sheets, respectively.

General and admmlstrat1\'¢ expense was $125.5 }rllillion, an increase of $15.7 million or 14.3% over 2005..
The increase was driven by $4.9 million related to new business initiatives, $3.9 million of share-based
employee compensation costs, $2.9 million in costs associated with operating the new European finance shared
service center and $2.4 million in legal and compliance costs, These increases were offset by a $4.0 million
decline in worldwide incentive compensation costs: Foreign exchange rate changes added $2 2 million or 2.0%
to overall general and administrative expenses growth. ‘

Operating Income

Operating income was $159.7 million in 2006 compared to $245.4 million in 2005. Operating income as
a percentage of revenue fell from 15.7% in 2005 to 10.2% in 2006, reflecting pressure on gross margins as
well as higher operating expenses over a flat revenue base. ' :

Our U.S. Wholesale segment’s operating income decreased 17.6% to $170.6 million in 2006, driven by
declines in both revenue and gross margin and increased operating expense. Revenue was down 3.0%, driven
by decreases in boots and kids’ footwear sales. Gross margin fell 160 basis points, pressured by negative
product mix impacts related to lower sales of boots and kids’ footwear and increased off-price sales, partially
offset by favorable impacts from new businesses. Operating expense increased 22.4%, primarily due to the
addition of SmartWool. '

Operating income for our U.S. Consumer Direct segment was $16.8 million for 2006 compared to
$36.3 million in 2005. Revenue decreased 7.0%, reflecting a 9.6% decline in comparable store sales. Gross
margin was down 440 basis points primarily due to lower U.S. outlet store margins, reflecting higher le'velrs of
off-price and discounted sales and negative product mix impacts related to lower boot sales. Operating expense
increased 5.7%, impacted by costs associated with operating three additional stores in 2006.

" International operating income was down 7.3% to $155.9 million in 2006, driven by an 8.4% increase in
operating expense reflecting costs associated with International expansion and costs related to operating the
new European finance shared service center. Additionally, gross margin was down 200 basis points, pressured
by higher comparable product costs, including the effects of EU anti-dumping duties, and increased levels of
off-price sales.

Our Unallocated Corporate expenses increased $17.3 million, or 10.4%, to $183.6 million in 2006.
Unallocated Corporate expenses as a percentage of total revenue increased 110 basis points to 11.7% of total
revenue. Excluding restructuring costs in both 2006 and 2005 and increased share-based employee compensa-
tion costs of $14.5 million in 2006, Unallocated Corporate expenses increased $5.8 million or 3.6% from the
prior year and represent 10.7% of total revenue. This increase was driven by $5.3 million in unfavorable
product cost variances reflecting decreased volume and higher than planned material costs, $2.1 rmlllon in,
global support services, $1:2 million in product management expenses and $1.0 million in one-time costs
related to establishing the new European finance shared service center, offset by a $4 6 million reduction in
worldwide incentive compensation costs.
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Other Income and Taxes

Interest income, net, which is comprised of interest income offset by fees related to the establishment and
maintenance of our revelving credit facility and interest paid on short-term borrowings, was $1.0 million and
$3.3 million in 2006 and 2005, respectively. The decrease is primarily due to reduced cash balances resulting
from our SmartWool acquisition, share repurchases and reduced profitability.

Other, net, included $2.0 million and $(0.2) million of foreign exchange gains/(losses) for 2006 and 2005,
respectively, resulting from the timing of settlement of local currency denominated assets and payables. These
results were driven by the volatility of exchange rates during the respective reporting periods and should not
be considered indicative of expected future results.

The effective income tax rate was 35.0% in 2006, compared to 33.9% in 2005 (see Note 13 to the
consolidated financial statements included in Item 8 of this Annual Report on Form 10-K). This increase
reflects the geographic mix of our profits and provisions for specific tax reserves. The effective tax rate was
adjusted in the fourth quarter of 2006 to decrease our full year 2006 tax rate estimate from 35.6% to 35.0%.

2005 Compared. to 2004
Revenue

Consolidated revenue growth of 4.3% in 2005 reflected strong gains in our International operations,' offset
by a slight decline in our U.S. business. Revenue from the U.S. business totaled $872.4 million in 2005, down
0.8%_from the prior year. International revenues were $693.3 mllhon 11. 6% ahead of 2004, up 11.4% in
constant dollars. :

Segments Review o S

Revenues for our U.S. Wholesale business decreased 0.8% to $659.8 million. Growth in Timberland
PRQO® series footwear, apparcl men’s casual footwear, kids’ footwear and accessories was offset by significant
declines in cur women’s casual business, and moderate declines in boots. Declines in sales to mdependent
accounts and department stores were partially offset by increases in sales through discount channels and
athletic/national accounts.

The U.S. Consumer Direct busmess recorded $212.6 million in sales, down $1.5 million or 0. 7%
compared with 2004. Overall, comparable store sales excludmg our e- commerce business were down 0.8%.
Declines in women’s casual footwear, apparel, boots and kids' footwear were partially offset by gains in
outdoor performance footwear, men’s casual footwear and appz_irel. ' s

i

International revenues increased 11.6% to $693.3 million benefiting from the execution of our growth
strategies in Europe and Asia, as well as the continued growth of our Canadlan subsidiary. Overall,
International revenues increased to 44.3% of total consolidated revenues. The European business produced
$533.1 million of revenue, growing 11.3%, or 11.0% on a constant dollar basis, driven by strong gains in the
U.K., pan-European accounts and our European distributor business and growth in Italy, Germany, Scandinavia
and Spam Growth in Europe was driven by strong gains in footwear across rna_|or product categories and solid
gains il apparel sales . o

In Asia, revenues grew 10.0% to $133.4 million, up 11.1% excluding forelgn exchange, driven by double-
digit gains in Taiwan, Hong Kong, our Asian distributor business, Singapore and Malaysta and moderate
growth in Japan. This growth reflects benefits from our efforts to upgrade Timberland’s retail and wholesale
distribution throughout the region. Asia’s growth reflected strong gains in footwear and- apparel sales.

. , i C .
Products

Worldwide footwear revenue was $1,200.1 million in 2005, up $46.8 rf)illion or 4.1% from 2004.‘Growlh
was driven by gains in kids’, men’s casual, outdoor performance, boots, and Timberland PRO® series footwear
offset by a significant decline in our U.S. women’s casual footwear business. Worldwide footwear unit sales
were up 3.9% while the ‘average price increased by 0.1%, reflecting impacts from product and geographic mix.
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Worldwide apna}el and accessories revenue increased by 4.7% to $348.9 million. Apparel and accessories
unit sales increased by 4.4%, while average selling prices increased 0.2%, reﬂecling product and channel mix.

' Royalty and other revenue was $16.7 million, up 19.0% from the prior year, driven by gams in licensed
kids® apparel worldwide and growth in licensed Timberland PRO® series in Europe. . .

Chan nels ;

- Révenue growth reflected global gains across both our wholesale and consumer direct channels. Globally,
our wholesale business recorded $1,178.0 million of revenue in 2005, a 4.7% increase. Consumer direct
revenues were up 3.4% to $387.7 million. We opened 29 stores, shops and outlets worldwide in 2005 and
closed 14,

Gross Frzoﬁz

Our gross profit as a percentage of sales for 2005 was 49.6% as compared to 49.3% for 2004, an
improvement of 30 basis points. Favorable foreign exchange benefits and international mix benefits were
pamalIy offset by U.S. product mix impacts and impacts from higher levels of off—pnce and dlscounted sales.

i . S

The costs of procuring inventory, included in cost of goods sold, amounted to $101.4 million and:
$97.3 million for 2005 and 2004, respectively.

-

Operating Expense Y - o o

Operating expense was $531.5 mitlion in 2005, $26.3 million, or 5.2% higher than the $505.2 million
reported in 2004. The operating expense increase was driven by a $12.0 million increase in selling expense, a
$10.0 million increase in general and administrative expense and restructuring and related costs of $4.3'million
related to the consolidation of our Caribbean manufacturing facilities. Fereign exchange rate changes offset
total pperating expense growth by $1.9 million, or 0.4%. As a percentage of revenue, operating expense
increased 20 basns points to 33.9% compared to 33.7% in 2004. Excludmg restructuring and related costs,
operating expense as a percentage of revenue was unchanged and growth was controlled to 4. 4%, with
spending.increases related primarily to growth i m our International business. '

Selling expense was $417.4 million, an increase of $12.0.miltion, or 3.0% compared with the prior year.
The increase was driven by $8.7 million of costs related to lntemanonal retail expansion, $5.6 million in
distribution costs and $3.2 million in product development costs, offset by a decrease of $8.3 million in global
incentive compensation programs Foreign exchange rate changes also decreased selling expense by $1.9 mil-
lion or 0.5%.

The costs of physwally managing mventory, lncluded in selllng expense totaled $37.8 million and
$33.9 mllhon in 2005 and 2004 respecnvely

ek ' . b
Advertising expense, which is also 1ncluded in selling expense, was $36.6 million and $42.4 million in
2005 and 2004, respectively. The decrease primarily reflected reductions in U.S. cooperative advertising costs.
Prepaid advertising recorded on our consolidated balance sheets was $1.2-million and $0.7 million as of
December 31, 2005 and December 31, 2004, respectively. ’

General and administrative expense was $109.8 million, ‘an increase of $10.0 million, or 10.1% compared
with last year. As a percentage of revenue, general and administrative expense increased 30 basis points over
2004. The increase' was driven by $3.8 million in investments in organizational capability, $3.0 million in legal
and compliance costs and $2.2 million in global support services and business development costs. Foreign
exchange rate changes had little impact on general and administrative expense.

Operating Income

(13

‘Operating income was $245.4 million in’ 2005.and $233.9 million in 2004. As a percentage of revenue, *
operating income was 15.7% in 2005 and 15.6% in 2004. Excluding restructunng cost impacts, operatmg St
income as a percentage of revenue was 15.9% in 2005.
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;
.:‘Operating income for our U.S. Wholesale segment was $207.2 mllllpn $6.1 million or 2.9% lower than -7
the prior year. Revenue declines of 0 8% and gross margin deterioration of 140 basis points were offset bya-
6.8% decline in operatmg expenses resulling from cost control measuresl The margin deterioration was driven

by a shift in product mix, impacted by lower U S: boot sales, and relatlvely higher levels of off-price and
dlscount sales e '

: ot St

Our U.S. Consunier Direct segment’s operating income increased by 2.7% to $36.3 million. Revenue was
down 0.7% to $212.6 million, reflecting a comparable stores sales decline of 0.8%. The sales decline | was
offset as gross margin improved'by 80 basis points, reflecting less promotional actlvny than the pnor yéar.

Operating expenses remained flat. to.the prior year. e S gt T

Operating income for our lntematlonal segment grew by 28.7% 1o $168.2 million: Revenue growth of
11.6% and gross margin improvement of 220 basis points drove much ofithe increase. Both beneﬁted from
favorable foreign exchange rate changes. Lower product related costs and more favorable product mix also
supponed the margin improvement. Operating expense rates for our Intematlonal segment decreased by
100 basis points as trong revenue growth enabled operating expense leverage despite continued investment in
lntemational retail expansion and organizational .capability. Yoo

ra

Our Unallocated Corporate expenses mereased to $166.3 million or llO 6% of total revenue, a 90 basis
point increase over the prior year. Excluding restructunng and related costs of $4.3 million resulting from the
consohdatlon of our Caribbean manufacturing operations, Unallocated Cdrporate expenses 1ncreased 70 basis
points to 10.4% of revenue. This i increase reflects investments in’ global olrgamzatlon capablltty higher legal
and compliance costs and costs assouated with busmess development activities.. -«

Orher Income and Taxes - i
1 .
lnterest income, net was $3 3 mlll:on and $] l million in 2005 and 2004 respecuvely ngher mterest

rates supported the increase in net interest income.
I

Other net mcluded $0.2 million of foreign exchange losses resulting from the timing of settlement of
local currency denominated assets and liabilities. In 2004, we had a gain of $1.0 miltion. These results were
driven by the volattllty of exchange rates dunng the respectlve reportmg periods, and shou]d not be considered
1nd:cat1ve of expected future results ‘{ . s

o P - ’.

a

The effective income tax rate was 33.9% in 2005 compared to 35.5% in 2004 (see Note 13 to the
consolidated financial statements included in Item 8 of this Annual Report on Form 10-K). We established a
Hong Kong procuremem company and an international treasury centet in Sw1tzerland in the fourth quarter of
2004, which better aligns’ our orgamzauonal structure wnh our expandmg global presence ‘and’ reduces our .
estimated taxes 6n foreign ' eammgs L v L S

B LT . Y
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Reconciliation of Total Company, Total Interriational, Eumpe and Asia Revenue Changes to Constant

Dollar Revenue Changes _ : .. oo

For the Year Ended For the: Year Ended
December 31, 2006 December 31, 2005 -
$ Change § Change

(in Millions) % Change {in Millions) % Change

Tdtaj Company ' . . _
Revenue increase . . ...................... - $ 19 0.1% $65.1

4.3%
Increase due to foreign exchange rate changes . . _ 29 - 0.2% _ 1.2 L
Revenue (decrease)/increase in constant dollairs. . g} &)% Eii g%
Total [nlemali_onal . ! . ‘
Revenue increase .. .................. Ve $36.7 53% $72.0 11.6%
‘Increase due to foreign exchange rate changes . . _29 _0.4% _1.2 _0.2%
i Revenue increase in constant dollars. . .. .. e $33.8 : 4=.9% ’ ﬂ 11.4%
Europe , :
Revenue increase . ... ................ oo %139 2.6% $54.2 11.3%
Increase due to foreign exchange rate changtlas .. _ 42 _0.8% _ 15 _0.3%
Revenue increase in constant dollars. ... ... .. . Sé %8% ' g L_.O%
| Asia o .
Revenue increase . . ... .....c.cuvuvn.n. e $12.0 9.0% $12.1 10.0%
{(Decrease) due to foreign exchange rate '
‘ changes ............. ... ... ... _26 2.0)% ) (1.1)%
Revenue increase in constant dollars. . .. ... . .. $14.6 11.0% 13.4 1.1%

|
;

Management provides constant dollar revenue changes for total Company, total International, Europe, and
Asia results because we use the measure to understand revenue changes excluding any impact from foreign

exchange rate changes
b

Reconciliation of Operating Expense Excluding Restructuring and Related Costs and Including
Share-Based Employee Compensation Costs Related to Stock Option and Employee Stock Purchase

Plans
For the Year Ended
December 31, December 31,
Dollars in Millions 2006 2005 Change
Operating expense, as reported ......... e $582.4 $531.5
Deduct: Restructuring and related costs included in reported
Operating expense . ................ [P . _ (39 (4.2)
Operating expense excluding restructuring and related costs . . 573.5 5273
Deduct: Share-based employee compensation costs included
in reported operating expense. . .. ... .. et e _ 7.b

Add: Total share-based employee compensation costs
determined under fair value based method for all awards . . — 19.6

Operating expense excluding restructuring and related costs
and including share-based employee compensation costs
related to stock option and employee stock purchase
Plans . . e

-]
ha
R

$539.8

o d
h
~J
@0
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\

Management provides operating: expense excluding restructuring and related costs and including share-
based employee compensation costs related to stock option and-employee stock purchase plans to understand
operating expense excluding restructuring and related costs and to provide comparability to reported results
that include share-based employee compensation costs as prescribed by SFAS 123(R).

Reconciliation of Operating Income to Operating Income Excluding Restructuring and Related Costs
and Including Share-Based Employee Compensation Costs Related to Stock Option and Employee Stock
Purchase Plans ‘" R . o s :

T [ For the Year Ended

' ‘ ‘ December 31,  December 31,
Dollars in Millions , o SR 2006« - - 2005

Operaung income, as reported ................. . Lot 81597 T $245.4
Add: Restructuring and related costs mcluded in reported operatmg ’ b '
mcome ........ N e ‘39 ¢ - 4.2

Operaung income excluding restructuring and related costs . . ... .. . 163.6 249.6

Add: Share-based employee compensation costs included in reported’

(0] 115 2210 1700 1410 1oL X0 I — '7.1 . '
- Deduct: Total.share-based employee compensation costs determined | ! . '
under fair value based method for all awards. . .. . ...« .. ... o — (19.6).
Operating income excluding restructuring and related costs and '
including share-based employee compensation costs related to stock A -
~option and employee stock purchase plans. .. ... .. T $163.6. - $237.1

1 f —

Managemem prov1des operating income excluding restructuring and related costs and mcludmg share-
based employee compensation costs related to stock optlon and employee stock purchase plans to understand
operating income excluding restructurmg and related costs and to provide comparablhty to reported results ,
that 1nclude share-based employee compensanon Costs as prescnbed by SFAS 123(R) t

Reconciliation of Net lncome to Net Income Excluding Restructuring nd Related Costs and Including
Share-Based Employee Compensatlon Costs Related to Stock Option and Employee Stock Purchase
Plans c ] .

i . v ' "’ For the Yenr Ended

: et rr ! " December 31, December 31,
‘Dollars in Millions . . . ) © 2006 , 2005 - .

Netmcome asteported ... .......... [ '... $1064 $164.6 * '
'Add Restructurmg and related costs included in reponed net income,’ o

" net of related tax effect. .. . .. e e L 2.5 2.8

Net 1ncome excludmg restructurmg and related COStS. .. ....... ... L 108.9 1674 |

Add: Share-based employee compensation costs included in reported | o
net income, net of related tax effect ... .................... I . — 47

Deduct: Total share-based employee compensation costs determined
under fair value based method for all awards, net of: related tax

1+ — (12.9)
Net income excluding restructuring and related costs and including ' B
| share-based employee compensation costs related to stock option and
employee stock purchase plans .. . ........... ... .. ... .. ... ... $108.9 ©O$159.2 7

. . . ! " et Ty . . . L AR .
Management provides net income, excluding restructuring and related costs and including share-based

employee compensation costs related to stock option and employee stock purchase plans to understand net

income- excluding restructuring and related costs:and to provide comparability to reported results that include -

share-based employee compensation costs as prescribed by SFAS 123(R). .,

33 ‘




Reconciliation of Diluted EPS to Diluted EPS Excluding Restructuring and Related Costs and Including

Share-Based Employee Comgensauon Costs Related to Stock quon and Employee Stock Purchase
Plans .

For The Year Ended’
December 31, December 31,

: ‘ 006 - 2005
Diluted EPS, as reported .. ............ SO L8167 s - $243
Per share impact of restructuring and related'costs ................ 0.04 - 1.004 ¢
Diluted EPS excllﬁding restructuring and related costs . . . .. ......... 1.71 2.47
Per share impact of share-based employee compensation costs related to o

stock option and employee stock purchase plans . ............... C— (0.12)
Diluted EPS excluding restructuring and related costs and including . .

share-based employee compensation costs related to stock option and

employee stock purchase plans . .. . ... .. ... ... ... . ... 3171 $23

(5]

PR _

Management provides diluted EPS excluding restructuring and related costs and including share-based
employee compensation costs related to stock option and employee stock purchase plans to understand -
earnings excluding restructuring and related costs and to provide comparability to reported results that include
share-based employee compensation costs as prescribed by SFAS 123(R).

‘

Accounts Receivable and Inventory

Accounts receivable‘waé $204.4 million as of December 31, 2006, compared to $'138.8 million as of
December 31, 2005 and $155.0 million as of December 31, 2004. Days sales outstanding were 38 days as of
December 31, 2006, compared with 33 days as of December 31, 2005 and 31 days as of December 31, 2004.

" Wholesale days sales outstanding were 45 days, 39 days and 38 days at the end of 2006, 2005 and 2004,

respectively. The increase in 2006 accounts receivable and days sales outstanding were driven by sales timing
and, to a lesser extent, some erosion in the timeliness of collections. In 2005, excluding $12.8 million from
SmartWool, the relatively flat accounts receivable reflected solid collecuon efforts and 1mpr0ved tlmmg of
shipments in the fourth quarter. : o - '

Ll

Inventory increased 11.8% to $186 8 mllllon as of December 31, 2006 from $167. l million as of
December 31, 2005 and $128.3 million as of December 31, 2004. The increase in inventory in 2006 is
primarily related to increased retail inventory in the U.S. and Europe due to unseasonably warm weather and
investments made in Asian retail to prepare for the Asian holiday season in January and February, 2007. In the
fourth quarter of 2004, we established a Hong Kong procurement company and an international treasury center
in Switzerland to better align our organizational structure with our expanding global presence and provnde
enhanced support to our global sourcing operations and International business. Related to the’ implementation
of the new organizational structure, we modified certain sourcing arrangements, which resulted in earlier
transfer of title for a portion of the Company’s third party sourced product in 2005. Earlier transfer of title
resulted in offsetting higher quarter end inventory and accounts payable balances, as we recognized an
inventory asset and related payable roughly two weeks earlier than in the prior year period. Had similar
sourcing arrangements been in effect for 2004, we estimate that inventory and accounts payable balances
would have increased by approximately $35.2 million. :

Liquidity and Capital Resources
2006 Compared to 2005

i}

Net cash provided by operations for 2006 was $111.7 million, compared with $182.3 million in 2005.
The reduction in cash provided in 2006 compared with 2005 was primarily due to.reduced net income and an
increase in our investment in working capital. In 2006, our net investment in working capital was $31.8 million,
compared 10°$13.0 million in 2005. Working capital increases primarily reflect higher quarter-end receivable
balances, impacted by sales timing and, to a lesser extent, some erosion in the timeliness of collections in the
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. 1
U.S. and Europe, and higher retail inventory levels related to warm weather in the U.S and Europe as well as .
Asian retail investment. Growth in accounts receivable and inventory was somewhat offset by increased
payables. Qur cash provided by operations was positively impacted by increased accruals associated with the
timing of VAT and other expenses. Timberland’s use of cash related to income taxes payable is due to reduced
profitability and a lower resulting tax payable than at the end of 2005 '

Net cash used for mvestmg acllvmes amounted to $47.4 million in 2006, compared with $107.7 million
in 2005. Net cash used for investing activities in 2006 included $6.4 million, net of cash acquired, primarily
related to the acquisition of Howies Limited and $4.4 million of other outflows related-to our acquisition of
certain assets of GoLite LLC, including trademarks. Net cash used for mvesung activities in 2005 included
$81.3 million, net of cash acquired, for the acquisition of SmartWool. Capltal expenditures in 2006 were
$36.6 million, compared to $26.2 miltion in 2005. The increase was prlmarlly attributable to higher
mvestments in retail stores and product related investments. ‘

’

Net cash used for ﬁnancmg acuvmes was $99.9 mllllon in 2006 compared with $160.6 mllhon in 2005.
Cash flows from financing activities reflected share repurchases of $120. 7 million in 2006, compared with
$181.5 million in 2005. We received cash inflows of $16.4 million in 2006 from the issuance of common
stock related to the exercise of employee stock options and employee stock purchases, compared with
$20.8 million in 2005. An eXcess tax benefit from share-based compensauon provided $4.4 million in cash .
inflows in 2006. e w y :

2005 Compared 10 2004 [ ‘ t

Net cash provided by.operations for 2005 was $182 3 mllllon compared with $184. 7 million in 2004
Timberland’s primary source of operating cash flow was net income of $I§4 6 million. A net decrease in
operating working capital provided $7.7 million in cash flow primarily due to controlled growth of receivables
and disciplined inventory management and the timing of vendor payments. Additional cash was provided from
the timing of tax payments. Our cash provided by operations was negatively impacted by reduced accruals
associated with foreign currency contracts executwe compensation and transportation costs, comparcd to
2004. '

Net cash used for investing activities amounted to $107.7 million in 2()05, compared with $25.8 million
in 2004. The increase was primarily”attributable to the use of $81.3 million, net of cash acquired, for the
acquisition -of SmartWool on December 20, 2005, Capital expenditures in 2005 were $26.2 million, compared
to $24.1 million in 2004. - .

Net cash used for financing activities was $160.6 million in 2005, compared with $98.5 million in 2004.
Cash flows from financing activities reflected increased share repurchases of $181.5 million in 2005, compared
with $131.7 million in 2004. We received cash inflows of $20.8 million in 2005 from issuance of common
stock primarily related to the exercise of employee stock options, compared with $33.1 million in 2004,

Credit Facilities » e ! : ‘

We have an unsecured committed revolvmg credit agreemem with a group of banks whlch matures on
June 2, 2011 (“Agreement”). The Agreement provides for $200 million of commuted borrowmgs of which up
to $125 million may be used for letters of credit. Upon approval of the bank group, we may increase the
committed borrowing limit by $100 million for & total commitment of $300 million. Under the terms of the
Agreement, we may borrow at interest rates based on' Eurodollar rates (approximately 5.3% as of December 31,
2006), plus an applicable margin of between 13.5 and 47.5 basis points based on a fixed charge coverage grid
that is adjusted quarterly. As of December 31, 2006, the applicable margin under the facility was 35 basis
points. We will pay a utilization fee of an additional 5 basis points if our outslandmg borrowings under the
facility exceed $100 million. We also pay a commitment fee of 6.5 to 15 basis points per annum on the total
commitment, based on a fixed-charge coverage grid that is adjusted quarterly. As of December 31, 2006, the .-
commitment fee was 10 basis points. The Agreement-places certain limitations on additional debt, stock .
repurchases, acquisitions, amount of dividends we may pay and certain other financial and non-financial -
covenants. The primary financial covenants relate to maintaining a minimum; fixed charge coveragé ratio of

1
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3:1 and a maximum leverage ratio of 2:1. We measure compliance with the financial and non-financial
covenants and ratios as required by the terms of the Agreement on a fiscal quarter basis,

On December 20, 2005, we entered into a $4.5.million committed revolving credit agreement that
matured on December 19, 2006 to provide for SmartWool’s working capital requirements. This facility was
extended to March 19, 2007. Up to $3 million of the facility may be used for letters of credit.

We had uncommitted lines of credit available from certain banks totaling $50 miilion as of December 31,
2006. Any borrowings under these lines would be at prevailing money market rates (approximately 5.6% as of
December 31, 2006). Further, we had an uncommitted- letter of credit facility of $80 million to support
inventory purchases. These arrangements may be terminated at any time at the option of the banks or the
Company. teo

As of December 31, 2006 and 2005, we had no borrowings outstanding under any of our credit facilities.

Management believes that our capital needs and our share repurchase program for 2007 will be funded
through our current cash balances, our existing.credit facilities (which place certain limitations on additional
debt, stock repurchases, acquisitions and on the amount of dividends we may pay; and also contain certain
other financial and operating covenants) and cash from operations, without the need for additional permanent
financing. However, as discussed in Item 1A, Risk Factors, of this Annual Report on Form 10-K, several risks
and uncertainties could cause the Company to need to raise additional capital through equity and/or debt
financing. From time to time the Company considers acquisition opportunities which, if pursued, could also
result in the need for additional financing. However, if the need arises, our ability to obtain any additional
credit facilities will depend upon prevailing market condmons our financial condmon and the terms and
conditions of such additional facilities.

Aggfegate Contractual Obligations : Lo o .

At December 31, 2006, we have the following coln'tractua'l obligations‘ due by period: :

Less Than More Than
Total -1 Year 1-3 Years 4-5 Years 5 Years
' (Dollars in Millions) *- !
Operating leases (see Note 12). ... . e $2280 $'47.0°  $75.1 $51.9 $54.0
Purchase obligations(1) . .............. 436.6 436.4 0.1 01 —
Deferred compensation plan{2} (see ' ’ : iy
Note 9) .. ... i i 10.1 c2.1 1.5

Total. . . .ov i $674.7 $485.5 $76.7 $53.0 $59.5

(1) Purchase obligations consist of open production purchase orders for sourced footwear, apparel and acces-
sories and materials used to manufacture footwear and open purchase orders for operatmg expense pur-
chases relating to goods or services ordered in the normal course of business.

(2) Our deferred compensation plan liability was $10.1 million as of December 31, 2006 and 2005, and
$8.2 million at December 31, 2004. In 2006, plan contributions were offset by distributions. The liability
increased from 2004 to 2005 primarily due to contributions to the plan.

-

Off Balance Sheet Arrangements = - ce

. As of December 31, 2006, 2005 and 2004, we‘had letters of credit outstanding of $28.8 million;
$24.6 million and $35.1 million, respectively. These letters of credit were issued predominantly for the
purchase of inventory. The increase in letters of credit outstanding in 2006 was driven by obligations
associated’ with. anti-dumping duties on European Union footwear sourced in China and Vietnam. As of
December 31, 2006, the Company had $243.1 million in foreign currency contracts outstanding, alt of which

36




are due to settle within the next 13 months (see Note 4 to the consolidated ﬁnancml slatements mcluded in
Item 8 of this Annual Report on Form 10-K).

F

N

Total Amounts

We have the followmg off-balance sheet arrangements

December 31 2006 . l ‘ . +  Committed
(Dollars in millions)
" Lines of credit . .......... BT P e . -3 —
Letters of credit ... ... P b PR 28.8
Foreign currency contracts . . . *l e I ...... P 2431
Total ... ... ... ........! e e e B $271.9

We use funds from operations and unsecured committed and uncommltted lines of credit as the primary
sources of financing for our seasonal and other working capital requ1remems Our principal risks to these
sources of financing are the impact on our financial condition from economlc downturns, a decrease in the
demand for our products, increases in thé prices of materials and a vanety of other factors.

|
Quarterly Results of Operations (Unaudited)

il

The followmg is a tabulation of the quanerly results of operauons f01! the years ended December 31, 2006
and 2005, respectively: .

Dollars in thousands, except per share data ' ]I ‘ s
2006 Quarter Ended March 31 June 30 September 29 December 31
Revenue:: ....... N G $349.811  $226,605  $502980 - $488223
Gross profit . . ... ... ..., e PR 176,103 I02,82'1 236,656 226,556
Net income/(loss) . : . ....... . . cee. . 29187 (12,97:2) 51,875. 38,343 |
Basic earnings/(loss) per-share .:.......... $ . 46 % (.2|l) $ 84 . § . .63
Diluted earnings/(loss) per share '\ . .. .. .. .. $ 45 8 (21 % 82 $ .6l
2005 Quartrer Ended ) April 1 July 1 September 30 December k) |
Revenue............. RUUNS SR . 8354211 $240269  $505913  $465.288.
Grossprofit ................ Ceteeae... 187161 117,98]0 - 247,358 224,406
Net income :.7.......... D R . 42,247 6,345 69,152 46,880
Basic earnings per share . ... ... L v $ 63 % .O? $ 104 $ 73
Diluted earnings per share. . . .............. $ 61 3 .09 $ 0 1.02 $ 1

. . L. 4 R } . " . 1 .
New Accounting Pronouncements : . ] g ‘ .
- A discussion of new accounting pronouncements is included in the “Summary of Significant Accounting
Policies” note (see Note | to the consolidated financial statements in¢luded in Item 8 of this ‘Annual Report on
Form 10-K)., _— . o
Forward-looking Information , - R _ l
.

As discussed in Item 1A, Risk’ Factors investors should be aware of cenam risks, uncertainties and
assumptions that could affect our actual results and could cause ‘such resulls to differ materially {from those
contained in forward- -looking statements made by or on behalf of us. Such statements are based on current

' expectatlons ‘only and actual future results may differ materially from those |expre:sse:d or implied by such
forward- lookmg stitements due to certain risks, uncertamues and assumptlons These nsks uncertamues ‘and
assumptions mc]ude but are not limited to:

* Our ablhty to.successfully market and sel] our products in a highly compennve industry and in view of

-changing consumer trends, consumer acceptance of products, and other factors affecting retail market
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conditions, including the current U.S. economic environment and the global economic and political
uncertainties resulting from the continuing war on terrorism; ‘ : '

* QOur ability to adapt to potential changes in duty structures in countries of import and export including
anti-dumping measures imposed by the European Union with respect to leather footwear imported from
China and Vietnam; )

* Our ability to locate and retain independent manufacturers to produce lower cost, high-quality products
with rapid turnaround times;

. Our_ability to manage our foreign exchange rate risks;

* Qur reliance on a limited number of key suppliers;

. Our,ability to obtain adequate, materials at competitive prices; : .

* Our ability to successfully invest in our mfrastruclure and product based upon advance sales forecasts;

* Qur ability to recover our investment in, and expendltures of, our retail organization through adequate
sales at such retail locations; and

* Qur ability to respond to actions of our competitors, some of whom have ‘substantially greater resources
.than we have. . . P

We undertake no obligation to update publicly any forward-looking statements, whether as a result of
new information, future events or otherwise. R

ITEM TA. | QUANTITATIVE AND QUALITA‘TI VE DISCLOSURES ABOUT MARKET RISK

In thé normal course of business, our financial position and results of operations are routinely subject to a
variety of risks, including market risk associated with interest rate movements on borrowings and investments
and currency rate movements on non-U.S. dollar denominated assets, liabilities and income. We regularly
assess these risks and have established policies and business practices that should mitigate a portion of the
adverse effect of these and other potential exposures.

We utilize cash from operations and U.S. dollar denominated borrowings to fund our workmg capllal and
investment needs. Short-term debt, if required, is used to meet working capital requirements and long-term
debt, if required, is generally used to finance long-term investments. In addition, we use derivative instruments
in our hedging of foreign currency transactions, These derivative instruments are viewed as risk management
tools and are not used for trading or speculative purposes. Cash balances are invested.in high-grade securities
with terms less than three months.

We have available unsecured committed and uncommitted lines of credit as sources of financing for our
working capital requirements. Borrowings under these credit agreements bear interest'at variable rates based
on either lenders’ cost of funds, plus an apphcable spread, or prevailing money market rates. As of
December 31, 2006, 2005 and 2004, we had no short-term or long-term debt outstandmg

Our foreign currency exposure is generated primarily from our European operating subsidiaries and, to a
lesser degree, our Asian and Canadian operating subsidiaries. We seek to minimize the impact of these foreign
currency fluctuations through a risk management program that includes the use of derivative financial
instruments, primarily foreign currency forward contracts. These foreign currency forward contracts will expire
in 13 months or less. Based upon sensitivity analysns as of December 31, 2006, a 10% change in foreign
exchange rates would cause the falr value of our ﬁna.ncnal instruments to mcreaseldecrease by approximately
$24.4 million, compared with $14, 9 million as of December 31, 2005. The increase as of December 31, 2006,
Compared with December 31, 2005, is prlmanly related to an increase in our foreign currency denominated net
assets as of December 31, 2006, compared with Decémber 31, 2005, as well as our choice to hedge a larger
portion of our forecasted 2007 exposure at December 31, 2006 than the portion of our forecasted 2006
exposure that was hedged at December.31, 2005, as determined in accordance w1[h our foreign exchange
exposure management policy. - e !
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY-DATA

CONSOLIDATED BALANCE SHEETS

As of December 31, 2006 and 2005 -
, 2006

2005

{Dollars in thousands)

ASSETS
Current assets : - ‘ -
Cashandequivalents . .. ... ... .. ... ... ............ R .. $ 181,698 § 213,163
Accounts receivable, net of allowance for doubtful accounts of $12, 104 in 2006 .
and $8,755in 2005 . . ... e e 204,405 168,831
Inventory, ML . ... . .. e 186,765 167,132
Prepaid eXpenses . ... ..o e e 40,742 33,502
Deferred income taxes ... ........... e e e 21,730 - 26,934
Derivative assets . .............. ..., el e e e e 176 - 6,044
Total ¢urrent assets. . . ........... e A ST ... 635516 615,606
Property, plant-and equipment, net. .. ..... . ......... e 94,640 82,372
Deferred incomeé taXes. . . ........ v unnn... e 14,536 —_
Goodwill. ... ... R U A e 39,717 39,503
Intangible assets, net . . . .................. e 47,865 © 40,909
Other assets, net . .......ovivenn.. e e e e e e e e e e e 10,831 10,264
Total assets . .. ... e I U $ 843,105 § 788,654
‘ . ) LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities . ' , .
Accounts payable. .. ... ... ... $110,031 3 97,294
Accrued expense ‘ ‘
Payroll andrelated. . . .................... [ e 38,416 48,721
Other....... U e e s 83,978 53,121
Income taxes payable. . . . ... ...ttt e 33,874 44,210
Derivative liabilities . . . . .. .. . e e 2,925 —
Total current liabilities . . ... ...... PR S Lo LT 269,224 243,346
Deferred compensation and other long-term liabilities. . ... .......... ... ....... 13,064 16,046
Deferred INCOmME LaX8S . . oo vttt it ettt ettt ettt e ' — 1,075
Stockholders’ equity ‘ o : : ‘
Preferred Stock, $.01 par value; 2,000,000 shares authorized; none issued . ... ... — —
Class A Common Stock, $.01 par value (1 vote per share); 120,000,000 shares
authorized; 72,664,889 shares issued at December 31, 2006 and . :
71,804,959 shares issued at December 31,2005 ..................... ... ’ 727 718
Class B Common Stock, $.01 par value (10 votes per share); convertible into
Class A shares on a one-for-one basis; 20,000,000 shares authorized; -
11,743,660 shares issued and outstanding at December 31, 2006 and
December 31, 2005 ... ... .. . e e 117 117
Additional paid-in capital. .. ......... e e e 219,421 214,483
Deferred compensation .............. e e e e — (27,166)
"Retained amings . ... ... ...ttt e e e 845,436 739,004
Accumulated other comprehensive income . . .................. C e 12,678 8,696
Treasury Stock at cost; 22,428,168 Class A shares at December 31, 2006 and
18,921,290 Class A shares at December 31,2005 ... ...... .. ... ........ (517,562}  (407,665)
Total stockholders’ equity. ... ..........ooiiveienairanneaae.ao. ... 3560817 528187
Total liabilities and stockholders’ equity. . . . . . e e $ 843,105  $ 788,654

- The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME -
For the Years Ended December 31, 2006, 2005 and 2004

2006 . 2005 2004
. ! . : {Amounts in thousands, except per share data)
Revenue. ... ............ U $1,567,619° §$1,565,681  $1,500,580
Cost of goods sold . . . .. PR R R RES 825,483 788,776 761,505
Grossprofit .............. ... .. ... e 742,136 776,905 739,075
Operating expense ‘ . -
SElliNg . o oot Lo 453,006 417441 405,412
General and administrative . ................. S : 125,549 109,831 99,800
Restructuring and related costs .. ... ... 0. oo 3,868 4,251 —
Total Operating eXpense . . .. ... ..vvvnerrerromanserens 582,443 531,523 505;212
Operating income . . ... ... e S e IR 159,693 245,382 233,863
Other income . . o
Interest INCOME, MEL. . . .. vt e ettt e me e s 966 3,335 1,095
L1 7=) 38 1Y A OO 3,082 336 1,775
Total other income . .................. A 4,048 3,671 2,870
Income before provision for income taxes . ... ........ ... ..... 163,741 249,053 236,733
Provision for income taxes . .. ......overn.- T, 57,309 - 84,429 . %4,040
NELIICOMIE .« o vttt e ettt et it ea e $ 106432 § 164,624 § 152,693
Earnings per share
Basic ....... F R R EEEREERTEREE $ 1.70 % 248 % 2.19
)T« S $ 1.67 % 243§ 2.14
Weighted-average shares outstanding ‘ - T
BASIC « o v v v et e 62,510 66,325 ~ 69,628
Diluted. . .. 63,690 67,744 71,311
i
? .

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF:CHANGES IN STOCKHOLDERS®’ EQUITY
For the Years'Ended Deceniber 31, 2006, 2005 and 2004

Class A" Class B Additional

Accumulated
Other

Total

Retained Comprehensive Treasury Comprehensive Stockholders’

.. L Common Common  Paid-in Deferred
Stock  Stock  Capital Compensation Earnings Income/(Loss)  Stack Income Equity
! ' (Dollars in thousands) : o
Balance, January 1, 2004 . . . .. $431 369 3175629 5 (8.209) $.723.705 3 1306 $(464.468) § 428,463
Issuance/conversion of shares of R e
common stock. . .. ... ... 23 (10) 46,338 (18.007) —_— — 4,253 32,597
Amortization of deferred ‘ .
compensation . . ....,.,,.,. —_ — — 3.108 — — — T .3.10'3
Reduction in loan on restricted . e
stock: ... L — — - 524 — — — . 524
Repurchase of common stock . . — — —_ — — —  {131.662) _ (131,662}
Tax benefit from stock optio ‘ C f s
plans. . ... ..., P — — 16,862 — - — — , . 16,862
Comprehensive income: ' ’
Netincome ............ — — — — 152,693 — —  $152,693 152,693 -
Translation adjustment . . .". . — — — —_ — 8,305 — 8.305 8,305
Change in fair value of ’
derivatives, net of taxes . . . - — —_— — — 617 [ 617 617
Comprehensive income . ..., = = . — — — — — §i6l6ls -
Balance, December 31,2004, .. 454 59 ' 238829  (22.584) 876,398 10,228  (551.877) 511.507
Issuance of shares of common ‘ ’ - e
stock. L 8 — 22,162 (11,636) —_ — 10,682 21.216
Retirement of shares of common . .
stock. . ... L (100) -~ (53,565) — (301,604 — 355,269 —
Amortization of deferred _
compensation . . ...... . — —_ — 7.054 — — — 7.054
Repurchase of common stock .,  — — — — — —  (181,739) (181.739)
Tax benefit from stock option : .
plans. . ... ... ..., — — + 7057 — — — — . 7057
2-for-1 stock split. . ... ... .. 356 58 — — {414} — — —
Comprehensive income: '
Netincome ..........., — — — — 164,624 v—g, 0 — $164,624 164,624
Traoslation adjustment . . . .. — — — — — {16,453} — (16,453) (16,453)
Change in fair value of * :
derivatives, net of taxes . . . — — — —_ e 14,921 -— 14,921 14,921
Comprehensive income .. .... - = — — — — —  §$163.092 —
Balance, December 31,2005, .. _718 117 214483  {(27.166) _ 739,004 8.696  (407,665) 528,187
" Reclassification of deferred '
compensation(l) ... ...... — — (27,166} 27,166 — — — —
Issuance of shares of common
stock. .. ... 9 — 6,842 — — — 9,553 16,404
Repurchase of common stock . . — — — — — — (119,450) (119,450)
. Share-based compensation
EXPEDSE . . .\ i — — 20,951 — —_ — — 20,951
Tax benefit from share-based
compensation . .. ........ — _ 4,311 _— — — — 4,311
Comprehensive income: ‘
Netincome ............ — —_ - — 106,432 — —  $106432 106,432
Translation adjustment . . . . . — —_ — — — 12,376 — 12,376 12,376
Change in fair value of
derivatives, net of taxes . . . - -_— — — —_ {8,394} -_— {8.394) {8.394)
Comprehensive income . . . ... = _= —_ — — — —  $110414 —
Balance, December 31, 2006.°. . $727  S117 §219421 § — §$845436 512,678 $(517.562) $ 560,817

The accompanying notes are an integral part of these consolidated financial statements.

(1) The amount in deferred compensation was reclassified to additional paid-in capital upon adoption of Statement of Financial Account-
ing Standards (“SFAS™) 123(R), Share-Based Payment. See Note 15 for additional information related to the Company’s adoption of

SFAS 123(R). . .o

'
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CONSOLIDATED STATEMENTS.OF CASH FLOWS

For the Years Ended.December 31, 2006, 2005 and 2004
’ 1
2006 | 2005 2004

!

" '(Dollars in thousands)

Cash flows from operating activities: 1 | e
NetiNCOME .« v v v oo e e e eeeee s [y $ 10.6,41'32 $ 164,624 $ 152,693

Adjustments to reconcile net income to net cash provided by . |
operating activities: | . A
Deferred iNCOME tAXES - . . .o v vvv vt e vreeananneeeeees (10,008)  (10,361) (1,825)
Share-based compensation .. ...t oo 21,5l84 -5 7,054 . 3,108
Depreciation and cther amortization . . ... ........ .. ... .... 27,885 24475 23,496
Tax benefit/(expense) from share- based compensatxon net of ’ ! . o ]
excessbeneﬁt............................, ...... P 7,057 16,862
Other non-cash charges/(credits).. . . feerneees S e .,(2,3:'27)' 2451 86
-Increase/(decrease) in cash from changes in workmg capltal : : -,
Accounts receivable . . ... ...... e e e -+ (27,681) (11,723 . .(24,781)
IOVEIMOTY -« . o eee et e e e et e e e e e eee s (16315)  (32,502) (7,325)
Prepaid eXpense . ... ... ..o i i e (5 007) (7,728} (711)
Accounts payable. . ............ P e . 9, 728 .. 51,893 9,823
Accrued expense . ............. S P NS 17,790 1 (22,250) - 6,308
Income taxes payable . ... .. ... U S oo (10296) - 9.292 6,943
f : : }
Net cash provided by operating activities. . .............. 111,690 182,282 184,677
Cash flows from investing activities: ' R N I '
Acquisition of business, net of cash acquired ............... By (6,381) - (8L,807) =
Additions to property, plant and equipment .. ....... ... ... (36,590) (26,172) (24,095}
Other .............. ST S L (4409 . 248 (1,732)
Net cash used by investing ACHVILES . o o v ot oo e (47;380) (107,731) (25,827)
Cash flows from financing activities: |
Common stock repurchases . . .......! . e (120‘,7]9) « (181,469 (131,662)
Issuance of common stock. . . .. PR P P L. - 16,407 20,838 33,123
Excess tax benefit from share-based compensation . ." .. ......... T 4,406 — C—
. ' . . i . : i
. Net cash used by financing activities .. .................. (99,906)  (160,631) (98,539)
! . R ]
Effect of exchange rate changes on cash and equivalents . ......... . 4,131 (9,873) 7,002
Net increase/(decrease) in cash and equivalents . ... ... e (3]:,465) (95,953) 67,313
Cash and equivalents at beginningof year ...................... 213,163 309,116- 241,803
Cash and equivalents atend of year. .. ................. IEEEREE $ 181,698 $ 213,163  $ 309,116
Supplemental disclosures of cash flow information: ~ S ’ !
Interest paid .. ..... RN [P SR s $ 1,59 $ 374 § 368
Income taxes paid ... ... .. ..t e $ 73341 $ 78259 $ 61,748
!
|
o . Hyoe !
' £

The accompanying notes are an integral part of these consolldated ﬁnancna] statements.
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. NOTES TO CO;NSOLIDA.TED FINANCIAL STATEMENTS
{(Amounts in Thousands, Except Share and Per Share Data)
1. Summary of Significant A.ccounting Policies
Basis of Consolidation

The consclidated financial statements include the accounts of The Timberland Company and its
subsidiaries (“we”, “our”, “‘us”, “Timberland” or the “Company”). All intercompany transactions have been
eliminated in consolidation. ‘ '

LE I

Nature of Operations

We design, develop, engineer, market and distribute premium-quality footwear, apparel and accessories
products for men, women and children. Our products are sold primarily through independent retailers, betier-
grade department stores, athletic stores and other national retailers that reinforce the high level of quality,
performance and service associated with Timberland. In addition, our products are sold in Timberland®
specialty stores, in Timberland® factory outlet stores, through e-commerce and through franchisees in Europe.
Our products are sold throughout the U.S., Canada, Europe Asia, Latin America, South Africa and the Middle
East:

Our footwear, apparel and accessories products are marketed in highly competitive environments that are
-subject to change in consumer preferences. Footwear accounted for approximately 72% of our revenue in 2006
and approximately 77% in each of the years 2005 and 2004. Geographically, 53%, 56% and 59% of our
revenue was from our domestic businesses in 2006, 2005 and 2004, respectively. From a channel perspective,
our wholesate business represented 76% of our revenue in 2006 and 75% in each of the years 2005 and 2004,

We manage our business in three major segments, each sharing similar product, distribution and
‘marketing: U.S. Wholesale, U.S. Consumer Direct and International. We sourced approximately 91% of our
footwear products from unrelated manufacturing vendors in 2006, and approximately 90% in each of the years
2005 and 2004. The remainder is produced in our manufacturing facilities in the Dominican Republic. All of
our apparel and accessories products are sourced from unrelated manufacturing vendors.

Use of Estimates

The preparation of financial statements in accordance with accounting principles generally accepted in the
United States of America requires us to make estimates and assumptions that affect the amounts reported in
the consolidated financial statements and accompanying notes. Actual results may differ from these estimates.
The significant estimates in the consolidated financial statements include sales returns and allowances,
allowance for doubtful accounts receivable, realizable value of inventory, derivatives, incentive compensation
accruals, share-based compensation, contmgent liabilities, 1mpalrment of long-lived assets and goodwill, and
income taxes.

Revenue Recognition i

Our revenue consists of sales to wholesale customers (including distributors, franchisees and commis-
sioned agents), retail and e-commerce store revenues, license fees and royalties. We record wholesale and - .
e-commerce revenues when title passes and.the risks and rewards of ownership have passed to our cuslomer
based on the terms of sale. Title passes generally upon shipment to or upon receipt by our customer,
depending on the country of sale and the agreement with our customer. Retail store revenues are recorded at
the time of the sale. License fees and roy.llues are recognized as earned per the terms of our licensing
agreements.

In 2006, 2005 and 2004 we recorded $4,129, $4,774 and $5,565 of reimbursed shipping expenses within
revenues and the related shipping costs within selling expense, respectively. Shipping costs are included in
selling expense and were $17,307, $19,963 and $17,100.for 2006, 2005 and 2004, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —:(Continued)

.

‘

We record reductions to revenue for estimated wholesale and retail customer returns and allowances. We
base our estimates on historical rates of customer returns and allowances, as well as the specific identification
of outstanding returns and allowances, which are known to us but which have not yet been received or paid.
Our total reserves for sales returns and allowances were $35,887 and $38,188 at December 31, 2006 and 2005,
respectwely

We maintain allowances for doubtful accounts for estlmated losses resultmg from the potential inability
of our customers to make required payments. We estimate potential losses primarily based on our historical
rate of credit losses and our knowledge of the financial condition of our customers. Our allowances for
doubtful accounts totaled $12,104 and $8,755 at December 31, 2006 and 2005, respectively.

‘

Translation of Foreign’ Currenaes ' ‘ T

. Most of our subsidiaries have adopted. their Jocal currencies as their fynctional currencies. We translate
ﬁnancna] statements denominated in foreign currencies by translating balance sheet accounts at the end of
period exchange rates and statement of income accounts at the average exchange rates for the period.
Cumulative translation gains and losses are recorded in accumulated other comprehensive income in
stockholders’ equity and changes in cumulative translation gains and losses are reflected in accumulated other

comprehen51ve 1nc0mel(]oss)'Real1zed gains and losses are reflected in net income.
i

Cash and Equivalents ‘ ' S .

| 1 i

v

Cash and equivalents consist of short-term, highly liquid mvestments that have original maturities to the
Company of three months or less.

b

Inventory . - ' o !

Inventory is stated at the lower-of cost (first-m, first-out) or market Market value is estlmated based upon
assumptions made about future demand and retail market conditions. If we determine that the actual market
value differs from the carrying value of our inventory, we make an adjustment to reduce the value of ‘our
inventory. Our reserves related to inventory valuation totaled $9,857 and $10,802 at December 31, 2006 and
2005, respectively. ‘ ‘

! 1

Derivatives

We are exposed to foreign currency exchange risk when we purchase and seli goods in foreign currencies.
It is our policy and business practice to manage a portion of this risk through forward purchases and sales of
foreign currencies, thereby locking in the future exchange rates. These derivative instruments are viewed as
risk management tools and are not used for trading or speculative purposes. We use our operating budget and
forecasts to estimate our economic exposure and to determine our hedging strategy.

Derivatives are recognized at fair value and included in either derivative assets or derivative liabilities on
our consolidated balance’ sheets. Changes.i in fair Value of derivatives that are not designated as hedges are
recorded in income. If a derivative is designated as a hedge, depending on the nature of the hedge, changes in
the fair value of the derivative will either be offset, to the extent effective, by the change in fair value of the
hedged asset, liability, or firm commitment through earnings or deferred and mcluded in accumulated other
comprehensive income until the hedged item is recognized in earnings. The ineffective poruon if any, of a
derivative’s change in fair value is immediately recogmzed in earnings. - | :

Property, Plant ana‘ Equipmem‘

We record property and equipment at cost. We provide for depreciation using the straight-line method
over the estimated useful lives of.the as3ets or over the terms.of the related leases if such periods are shorter.
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NOTES TO-CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The principal estimated useful lives are 4 to 20 years for building and improvements, 3 to 12 years for
machinery and equipment and 3,years for lasts, patterns and dies. - :

( - NETITTA

Goodwill SRR

Goodwill and intangible assets with indefinite lives are evaluated for impairment at least annually (at the
end of our second fiscal quarter) or when-events indicate that 1mpa1rment exists. No impairment of goodwnll
occurred in 2006, 2005 and 2004 (see Note 8) ’ et F :

Long-lived Assets’ ot ’

We periodically evaluate the carrying values and estimated useful lives of our long-lived assets, primarily
property, plant and equipment and finite lived intangible assets. When factors indicate that such assets should
be evaluated for possible impairment, we use estimates of 'future operating results and undiscounted cash flows
to determine whether the assets are recoverable :

1. : . \ . . *
Contingencies b
L
In the ordinary course of business; we are involved in [egal proceedmgs involving comractua] and
employment relationships, product liability claims, trademark rights and a variety of other matters. We record
contingent liabilities resulting from claims when it is probable that a liability has been incurred and the
amoum of lhe loss is reasonably estimable (see Notes 13 and 20).
: . "

Income Taxes

Income taxes are determined based on the income reported on our financial statements, regardless of
when such taxes are payable. Deferred tax assets and liabilities are adjusted to reflect the changes in U.S. and
applicable foreign income tax laws when enacted. Future tax benefits are recognlzed to the extent that
realization of such benefits is more likely-than not to occur,

Dy . o . L ¢

Earnings Per Share (“EPS”) : o

Basic earnings per share excludes common stock equivalents and is computed by dividing net income by
the weighted-average number of common shares cutstanding for the periods presented. Diluted earnings per
share reflects the potential dilution that would occur if potentially dilutive secunues such as stock options
were exercised and nonvested shares vested.

The following is a reconr:lhauon of thé number of, shares (in thousands) for the basic and diluted EPS
computations for the years ended December 31, 2006, 2005 and 2004:

2006 S 2005 - 2004

Weighted-  Per- Weighted-  Per- Weighted-  Per-

f . Net Average -~ Share .  Net Aversge *. Share - Net Average  Share
December 31, " Income Shares 'Amount Income Shares Amount Income Shares  Amount
Basic EPS. . ... AP .. $106,432+ 62,510 $1.70 5164624 66,325, 3248 $152693 69,628 $2.19
Dilutive.securities: ' ° ' . t

Stock options and
employee. stock ol o ) . . o . _ .
purchase plan shares . . — . 874, (02) — 1,123 ., (04) — 1,499 (.05)
Nonvested shares . ..., . — 306 (.01) — 296 (.01) — 184 —
Effect of dilutive
securilieS' ........... — 1,180 {.03) — 1,419 {.05) — 1,683 (.05)
A 4 - . . ) a .o
Diluted EPS ........... $106,432 63,690, $1.67 $164,624 67,744 . $243 35152693 71,311 $2.14
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

The following securities (in thousands) were outstanding as of December 31, 2006, 2005 and 2004, but
were not included in.the computation of diluted EPS because the options’ exerciseé price was greater than the
average market price of the common shares: |

December 31, ' a | 2006 2005 2004
Options to purchase shares of common stock ... ....................,. 2,560 722 986

Share-based Compensation

Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards (“SFAS™)
123(R), ““Share-Based Payment,” which requires a company to measure the grant date fair value of equity
awards given to employees in exchange for services and recognize that cost over,the period that such services
are performed. This Standard is a revision of SFAS 123, “Accounting for Stock-Based Compensation,” and
supersedes Accounting Principles Board (“APB”) Opinion 25, “Accounting for S:tock Issued to Employees,”
and its related implementation guidance. The Company adopted the provisions of SFAS 123(R) using the
modified préspective application method. Under this method, compensation expense is recognized on-all
share based awards granted prior to, but not yet vested as of adoption based on the grant date fair value
estimated in accordance with the original provisions of SFAS 123. The Company recognizes the cost of share-
based awards on a straight-line basis over the award's requisite service period, wnth the exception of certain
stock options for officers, directors and key employees granted prior to, but not yet vested as of adoption, for
which expense continues to be recognized on a graded schedule over the vestmg period of the award. The
Company estimates the fair value of its stock option awards and employee stoc:ki purchase plan rights on the
date of grant using the Black-Scholes option valuation model. See Note 15 for additional information regarding
the Company’s adopuon of SFAS 123(R) s .

In accordance wnth Financial Accounting Standards Board (“FASB") S[aff Position FAS 123(R)-3,.
“Transition Election to Accounting for the Tax Effects of Share-Based Payment Awards™, in the fourth quarter
of 2006 the Company elected to adopt the alternative transition method for purposes of calculating the pool of
excess tax benefits available to absorb tax deficiencies recognized subsequent to the adoption of SFAS 123(R).

Prior to January 1, 2006, the Company applied the intrinsic value method in APB Opinion 25 and related
interpretations in accounting for our stock plans, SFAS 123, and SFAS 148, “Accounting for Stock-Based
Compensation-Transitional and Disclosure-An Amendment of FASB Statement No. 123,” for disclosure
purposes. |

|

Comprehensive Income

Comprehensivé income is the combination of reported net income and other comprehensive income/(loss),
which is compnsed of foreign currency translation adjustments and changes in'the fair value of cash flow

hedges. .
Thé components of accumulated other comprehensive income/(loss) as of; December 31, 2006 and 2005
were:
2006 2005
Cumulative translation adjustment . . .. ......... ... . 0. [ $15330 '$2,954
Fair vall_le of cash flow hedggs, netof taxes. ........... ERE T P (2,652) 5,742

Total ....... . .. e e e $12,678 $8,696 .

New Accounting Pronouncements

In June 2006, the FASB issued Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in Income
Taxes — an interpretation of FASB Statement No.- 109, which clarifies the accounting for uncertainty in
income tax positions. FIN 48 requires a company to recognize in its financial staternents the impact of a tax
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position, if that position is more likely than not of being sustained upon examination by the appropriate taxing
authority, based on the technical merits of the position. FIN 48 also provides guidance on derécognition,
classification, interest and penalties, accounting in interim periods, disclosure and transition. FIN 48 is
effective for fiscal years beginning after December 15, 2006. The Company estimates the adoption of FIN 48
will result in a cumulative effect adjustment to retained earnings in the range of $2, 000 to $5,000 to inCrease
tax reserves for uncertain tax positions.

In September 2006, the FASB issued SFAS 157, “Fair Value Measurements.” SFAS 157 defines fair
value, establishes a framework for measuring fair value in,generally accepted accounting principles (GAAP)
and expands disclosures about fair value measurements. SFAS 157 is effective for fiscal years beginning after
November 15, 2007 and interim periods within those fiscal years. The Company is currently evaluating the
effect SFAS 157 will have on our consolidated financial position and results of operations..

In September 2006, lhe Securities and Exchange Commlssmn 1ssued Staff Accountmg Bulletm (“SAB") ,
108 which provides interpretations regarding the process of quantifying pnor year financial statement
misstatements for the purposes of a maten§11ty assessment. SAB 108 provides guldance that the following two
methodologies should be used to quantify prior year income statement misstatements: (i) the error is quantlﬁed
as the amount by which the current period income statement is misstated and (i}, the error is quannﬁed as the
cumulative amount by which the current year balance sheet is misstated. SAB 108 «concludes that a Company
should evaluate whether a misstatement is material using both of these rnethodologles The interpretation is
effective for evaluations made on or after November 15 2006. The adoption of SAB 108 did not have a
material effect on the Company’s consohdated fmanmal position or results of operations.

In February 2007, the FASB issued SFAS 159, “The Fair Value Oplion for Fifancial Assets and Financial
Liabilities, Including an amendment of SFAS'115,”". which permits companies to choose fo measure many
financial instruments and certain other items at fair value. SFAS 159 is effective for fiscal years beginning
after November 15, 2007 and interim periods within those fiscal years. The Company is currentty eva]uatmg
the effect SFAS 159 will have on our consolidated financial position and results of operations. .

2. Inventory

Inventory consists of the following:

December 31, 2006 2005 N
Materials, . .., .o ou e et .. % 5386 3 3483
Work-in-process .. ............ S e e e - 1,333 762
Finished goods ... ... ... ... e 180,046 162,887
Total. ... ... e, T i e e e $186,765 $167,132

3. Derivatives .

In the normal course of business, the financial position and results of operations of the Company are
impacted by currency rate movements in foreign currency denominated assets, liabilities and income as'we
purchase and sell goods in local currencies. We have established policies and business practices that are
intended to mitigate a portion of the adverse effect of these exposures. We use derivative financial instruments,
specifically forward contracts, to manage our currency exposures. These derivative instriments are viewed as
risk management tools and are not used for trading or speculative purposes. All derivatives entered into by the
Company are either designated as cash flow hedges of forecasted foreign currency transactions or are
undesignated economic hedges of existing intercompany assets. and liabilities. .. . :
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
Cash Flow Hedges | ; : S

We use derivative instruments, specrﬁcally forward contracts, 10 hedge a portron of our forecasted foreign
currency transactions, typically for a period not greater than 18 months. The majonty of the Company s cash
flow hedges are derivative contracts hedgmg forecasted foreign currency denormrlrated sales. The Company
recognizes all derivative financial mstruments in the consolidated financial statements at fair value, The fair
value of the contracts is an asset when our contract rates are above current forward foreign exchange rates and
is a liability when our contract rates are below current forward foreign e:atchangej rates. The ofifset to those
assets and liabilities is included in accumulated other comprehensive 1ncomel(loss) and is discussed in Note 1
to the Company’s consolidated financial statements

Changes in the fair value of cash flow hedges are recorded in accumulated other comprehensive income )
until the hedged transaction affects earnings, at which point the accumulated other comprehensive income is
reclassified to earnings. We are required to'measure the effectiveness of our cash flow hedges. The ineffective
portion of the derivative’s change in fair value will be immediately recognized in earnings.

On December 31, 2006, we had $176 and $2,925 in derivative assets and liabilities, respectively, on our
consolidated balance sheet designated as cash flow hedges in place through the! fourth quarter of 2007::On
" December 31, 2005, we had $6,044 in derivative assets on our consolidated balance sheet which represented
cash flow hedges in place through the fourth quarter of 2006

As of December 31, 2006, we had forward contracts matunng at various dates through January 2008 to
sell the equivalent of $197,892 in foreign currencies at contracted rates and to !buy the equivalent of $1,104 in
foreign currencies at contracted rates. As of December 31, 2005, we had forward contracts maturing at various
dates through January 2007 to sell the equivalent of $157,910 in foreign currencies at contracted rates. The
increase as of December 31, 2006, compared with December 31, 2005, is prin{an'ly related to our choice to
hedge a larger portion of our forecasted 2007 exposure at December 31, 2006 than the portion of our
forecasted 2006 exposure that was hedged at December 31, 2005.

" For the periods ended December 31,2006, 2005 and 2004, we recorded, in cost of goods sold in our
consolidated statements of income, hedging gains/(losses) related to our cash flow hedges of $(1,921), $3,210,
and $(17.912), respectively. Based on exchange rates-at December 31, 2006, we estimate that the $176 and
$2,925 in derivative assets and liabilities,’ respectively, on our consolidated balanee sheet as of December 31,.
2006 will be reclassified to earnings in 2007 The amount of ineffectiveness from our hedges was immaterial
in 2006, 2005 and 2004. :

4

Other Derivative Contracts .

We also enter into derivative contracts to manage the foreign currency exchange risk on intercompany
assets and liabilities using forward contracts. Gains and losses related to those forward contracts are reflected
in eamnings immediately and largely offset the remeasurement of those asset? and liabilities.

As of December 31, 2006, we had forward contracts maturing in April - 2007 to sell the equivalent of
$53,078 in foreign currencies at contracted rates and to buy the equjvalent of $6,759 in foreign currencies at
contracted rates. As ‘of December 31, 2005, we had forward contracts maturmg in April 2006 to sell the
equivalent of $32,484 in foreign currencies at contracted rates and to buy the equivalent of $32,975 in foreign
currencies at contracted rates. The increase as of December 31, 2006, comp'a:ed with December 31, 2005, is
primarily related to an increase in our foreign currency denominated net assets as of December 31, 2006, °
compared wrth December 3}, 2005. [

+ I ' K 0 . " at " 1
For the perlods ended December 31 2006, 2005 and 2004 we- recorded in other income, net, in our
consolidated. statements of income, after tax hedging gains/(losses) related to our undesignated economic

hedges of $(24), $2,146, and $(2,207), respectively.
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4, Finencial Instruments and Concentration of Credit Risk

The following table illustrates the U.S. dollar e'cjuivalent of foreign exchange contracts at Decémber 31,
2006 and 2005 along with matunty dates, ' net unrealized galn/(loss) and net unrealized gain/(loss) deferred. '
Unrealized gains or losses are determmed based on the difference between the settlement and year end forward
exchange rates. The contract amount represents the net amoum of all purchase and sale contracts of a forelgn

currency. ' o !
Cunt;'acl- oL o T . b .
Amount L . | } Net Unrealized
’ (Us. § Maturity Unrealized Unrealized Net Unrealized Gain/(Loss)
December 31, 2006 . ‘ Equivalent) Dnte Gross Gain . Gross ([:oss)‘. Gain/(Loss) Deferred
Pounds Sterling .............. $32396 2007 .§ 25 , S(LI67)  $(1142)  $(L138).
Pounds Sterling . ............ .. 17,840 2008 .. 20 .. (345) (325) (325
Eurg ............. e - 118,907+ 2007 66 (2,004) (1,938y. ' .(1,875)
Euro ........ e . ,23,883, 2008 - 30 (325) (295) (295)
Japanese Yen ... ....... e 3374370 2007 0 461 . — 461 a3
Japanese Yen ... ............. 11,044 2008 . .32  — . . 32 32
Canadian Dollar .. ... ......... 6,398 . 2007 .34 L = 34 -
New Zealand Dol!ar ........ RN (1,104) "’90'7 o 119 — 119 119
Toral .......... e $243 107 ., $1,077 $(3.841) $2764) . $(2,749)
Contraét '* . ¢ . . L
Amount . i, . Net Unrealized
- : (US. § Maturity Unrealized * Unrealized Net Unrealized Gainf(Lass)
December 31, 2005 Equivalenty .. Date -, Gross Gain Gross (Loss) . Gain/(Loss} °  Deferred
Pounds Sler]ing e .$ 22.94§ , .2006 . $1,132 $ (12) $1,120 $1,122
Pounds Sterling .. .. ............ . 8855 2007 223 (9. 24 . 214
Euro ... .. ool 81,705 -, 2006 - 3,757 (10D . - 3,656 - 3,610
Euro 0. oo Lo 13462 0 2007 - 3400 - (14 - 326 326
Japanese Yen'. . . .. SoUooo i 19933 - 2006 - 5810 e-(8) ¢ 573 568
Japanese Yen .. .............. 6,150 2007 20 - (17 " 2037 204
Canadian Dollar . ............. 5,639 2006 — (8) (8) —
New Zealand Dollar . .. ........ " (1,273) 2006 — — — =
Total .....:. ..o ... .. 3157419 $6,253 $(169). $6,084 . $6,044

Financial instruments, which potentially 'subjei:l us'to concentrations of credit risk, consist principally of
temporary cash investments, and-trade receivables. We place our temporary cash investments with high credit
quality ﬁnancral institutions, [hereby minimizing exposure to concentrations of credit risk. Credit ‘risk with
respect to trade receivables is limited due to the large. number of customers included in our customer base.

v ' : * ' 1. 0. ' N
5. Fair Value of Financial -In-str.ume_nts‘,: L Do e e e .

. L L
The carrying amounts of cash and equivalents, accounts receivable and accounts payable approximate
their fair values due to the short-term maturities of these assets and liabilities. The carrying values of
derivative assets and derivative liabilittes are the fair values of those assets-and .liabilities, which are estimated
by obtaining the appropriate year-end foreign exchange rates. o

r
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i
|

6. Property, Plant and Equipment

Property, plant and equipment consist of the following: i
' :

December 31, - : 006 2005

Land and improvements . . . . . [ . ? L8 S0 $ 501
Building and improvements. . .............. e e P '.' ..... ' 35,973 51,608
Machinery and équipment. . ........... PR PR L LT 1712220 0 149,021
Lasts, patterns and dies. ... . A e l e 34,220 27,710
Total cost . . ... R SRR 261,916 228,840

...... (167,276)  (146,468)
S $ 94,640 $ 82372

Less: accumulated depreciation . .. ... ... ... ... . L .

Net property, plant and equipmenl .......... [

Depreciation expense was $24 990, $22 438 and $21 581 for the years ended December 31, 2006, 2005

and 2004, respectively. o S
N Lot A |

3

7. Acqmsmons

3l * 'K

On December l 2006 we acqmred 100% of the stock of How1es Llrmted (“Homes "), a private company
incorporated in England and Wales, Howies is based in Cardigan Bay, Wales and was founded in 1995.
Howies is an active sports brand founded on the idea of designing and rpanufacturing clothing for the inspired
action sports and outdoor customer. Howies’ results of operations are mcluded in ot Intérnational segment
from the date of acquisition. The purchase price consisted of an'initial payment of $6,351, which included the
retirement of debt at closing and transaction fees. Under the agreement additional consideration of up to
$6,000, based on current exchange rates, will be due based on the achievemient of certain net sales and
earnings levels in each year from 2007 to 2010. Two selling shareholders of Howies, who are also employees,
are eligible to earn additional consideration based on earnings levels forjone "annual penod elected by the
shareholders beginning with 2011, provided they are employed through 2011 We will estimate these potential
payments beginning in 2011. On a prellmmary basis, the Company recorded $768 for net assets acquired, and |
allocated $4,446-of the purchase price to the value of trademarks assoelaled with the business, $953 to
customer related and other intangible assets, and $184 to goodwill. The Tinal allocation of the purchase price
will be completed in 2007, when we finalize the amounts assigned to’ these intangible assets. . . :

On December 20, 2005, we acquired 100% of the stock of SmartWool Corporation (“SmartWool”) for an
aggregate purchase price of $81,363, net of cash acquxred SmartWool, based in Steamboat Springs, Colorado,
designs, develops, markets and distributes premium performance wool- based socks, apparel and accessories for
men, women and children, The acquisition is intended to support our eft_’orts to extend our enterprise’s reach
by offering our customers an expanded line of apparel and accessories. SmartWool’s results of operations are
allocated among our business segments based on the geographic locatior:'n of their sales. Transaction costs
related to this acquisition totaled $390 of direct acquisition costs. We accounted for the-acquisition asa
purchase, and accordingly, we 1ncluded the results of operations for SmanWool in our operating results from
the date of acquisition. We pald the purchase price in cash from ava:lable funds.

L T L ‘ P
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. Accumulated Net Book Accumulated Net Book'
December 31, Gross Amortization Value Gross Amortization Value
Trademarks (indefinite lives). . . ... $38764 . — $38,764  $31.170 § — - $31,170
Trademarks (finite lives)......... 7,541 . ' (4,986) 2,555 7,899 (4,963) 2,936
Other intangible assets (finite . : .
flives) .......... ... 8,637 (2,091) 6,546 . 7,549 (74_6) 6,803
Total ... ... ... i $54,942 $(7,077) $47,865 $46,618 $(5,709) $40,909

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —: (Continued)

The allocation of the purchase price as of December 31, 2006 is as follows:

) Life
Amount (In Years)

Assets and liabilities acquired, including cash ...................... $20,899 .

Trademarks . . . . . oo oo 3.] 170 . indefinite

Other intangible assets . ........................... PP 5,380 1to 6 years

GoodWill « . .. 24941

Total purchase price .. ................ e _ 82,390

Less: cash acquired . . .. ............ ... P L. (L2

Net cash paid .. ..o T . $81363

On October 31, 2005, we acquired 100% of the stock of our Swiss distributor for an aggregate purchase
price of $466, of which $429 related to goodwill. The results of operations that relate to the business we
purchased from our Swiss distributor are reported in our International segment.

We have not presented pro forma financial information for any of the above noted aCC]UISlllDﬂS as their .
historical- operations were not material to our consolidated ﬁnancml statements.

8. Goodwill and Other lntangible Assets

Intangible assets consist of trademarks and other mtanglble assets. Olher mtanglble assets consist of
customer, patent and non-competition related intangible assets.

Intangible assets consist of the following: -

2006 2005 -

[

We amortize intangible assets with finite useful lives assuming no expected residual value, The weighted-
average amortization period for all intangible- assets subject to amortization was 5.3 and 3.9 years as of
December 31, 2006 and 2005, respectively. Amortization expense related to these intangible assets was
$2,753, $1,809 and $1,662 in 2006, 2005 and 2004, respectively. We estimate future amortization expense
from intangible assets held as of December 31, 2006 to be $2,596, $2,292, $1,819, $1,311 and $846 in 2007,
2008, 2009, 2010 and 2011, respectively. The increase in intangible assets at December 31, 2006 is the result
of the acquisition of Howies Limited (see Note 7) and certain assets of GoLite LLC. ‘

A summary of goodwill acti.vity follows:

. 2006 2005

Year Ended December 31,
Balance at beginning of year. . . . . ... ... . ... . . . e $39,503 $14.163
Additions from acquisitions. .. ... .. ... .. .. L, 214 25,340

Balance at end of year ......... e $39,717 339,503




NOTES -TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

'
9. Deferred Compensatinn Plan . A

ey t i

On January 1, 200] we established, an 1rrevocable gramor 'S trust to ‘hold assets to cover benefit
obligations under the Company’s Deferred Compensation Plan (the “Plan™}. Our obligations under the Plan
consist of our unsecured contractual commitment to deliver, at a future date, any of the following: (i} deferred
compensation credited to an account under the Plan, (ii) additional amourrts, if any, that we may, from time to
time, credit to the Plan; and (iii)-notional earnings on'the foregoing amounts. The obligations are payable in
cash upon retirement; termination of employment and/or at certain other times in a lump-sum distribution or in
installments, as elected by the participant in accordance with the Plan. The Plan assets, which reside in other
assets, net on our consolidated balance sheets, were $9,197 and $8, 653 as of December 31, 2006 and 2005,
respectively. The securities that comprise the Plan assets are corporate-owned life insurance policies. These
assets are subject to the claims of the general creditors of the Company in the event of insolvency. Our
deferred compensation liability, which is included in deferred compensation and other long-term liabilities on
our consolidated balance sheet, was $10,107 and $10,117 as of Decemberi 31, 2006 and 2005, respectively.

Section 409A of the Interrial Revenue Code subjects amounts deferred after December 31, 2004 to new
rules governing deferral elections and payment of deferred compensation. Proposed regulations ‘under
Section 409A were issued in October 2005, and under transition relief granted in October 2006, formal plan
amendments to comply with the new rules are required by December 31, ?007 The transition relief delays full
operational and documentary compliance with the new rules until Janueryll 2008, and requires good faith
operatierral compliance in the interim. ‘

10. Other Accrued Expenses

Other accrued expenses consist of the following: _
December 31, , 2006 2005

Professional services and ‘cﬁerporate expenses . . . A Lo $36,100 $17,755
. Freight, duties and taxes . . . . . e e, e PR 18,249 11,196
Markeung related expenses ..... e, e covee.. 10,501 10,857
Rent............. e e e . Y I 7,680 6,123
Other accrued expenses. . ... .. . e 11,448 7,190
0] 1 . $83,978  $53,121

11. Credit Agreements

We have an unsecured committed revolving credit agreement with a group of banks Wthh matures on
June 2, 2011 (“Agreement”). The Agreement provides for $200,000 of commmed borrowings, of which up 10
$125,000 may be used for letters of credit. Upon approval of the bank group, we may increase the committed
borrowing timit by $100,000 for a total commitment of $300,000. Under the terms of the Agreement, we may
borrow at interest rates based on Eurodollar rates (approximately 5.3% as of December 31, 2006), plus an
applicable margin of between 13.5 and 47.5 basis points based on a fixed charge coverage grid that is adjusted
quarterly. As of December 31, 2006, the applicable margin under the facility was 35 basis points. We will pay
a utilization fee of an additional 5 basis points if our outstanding borrowings under the facility exceed
$100,000. We also pay a commitment fee of 6.5 to 15 basis points per annum on the total commitment, based
ona ﬁxed-charge coverage grid that is adjusted quarterly. As of December 3] 2006, the commitment fee was
10 basis points. The Agreement places cértain limitations on additionat debt, stock repurchases, acquisitions,
amount of dividends we may pay and certain other financial and non-financial covenants. The primary
financial covenants relate to maintaining a minimum fixed charge coverage ratio of 3:1 and a maximum
leverage ratio of 2:1. We measure compliance with the financial and non-financial covenants and ratios as
required by the terms of the Agreement on a fiscal quarter basis, '
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

On December 20, 2005, we entered into a $4,500 committed revolving credit agreement that matured on
December 19, 2006 to provide for SmartWool'’s workmg capital requirements. This facﬂlty was extended until
March 19, 2007. Up to $3,000 of the facility may be used for letters of credit.

W4 _
We had uncommitted lines of credit available from certain banks totaling $50,000 as of December 31,
2006. Any borrowings under these lines would be at prevailing money market rates (approximately 5.6% as of
December 31, 2006). Further, we had an uncommitted letter of credit facility of $80,000 to support inventory

purchases. These arrangements may be terminated at any time at the option of the banks or the Company.

As of December 31, 2006 and 2005, we had no borrowings outstanding under any of our c_redit facilities.

f}

12. Lease Commitments

We lease our corporate headquarters facility and other management offices, manufactiring facilities, retail
stores, showrooms, two distribution facilities and certain equipment under non-cancelable operating leases
expiring at various dates through 2021. The approximate minimum rental cormmtments under all non,
cancelable leases as of December 31, 2006 are as follows:

2007 © o vt $ 46,950
2008 .o A . Lo 41016
2009 ... U S Ll 34120
2010 - .o e e e LI 28,501
BOLL oo et e 23,403
TRETEATIET & o v v v ettt e e e e e e e e e e e e e . 54,041

Total ..ot e, .. $228,031

Most of the leases for retail space provide for renewal options, contain normal escalation clauses and
require us to pay real estate taxes, maintenance and other expenses. The aggregate base rent obligation for a
lease is expensed on a straight-line basis over the term of the lease. Base rent expense for all operating leases
was $50,921, $41,803 and $40,117 for the years ended December 31, 2006, 2005 and 2004, respectively.
Percentage rent, based on sales levels, for the years ended December 31, 2006, 2005 and 2004 was $10,370,
$12,680 and $12,612, respectively. .

13. Income Taxes

The components of income before taxes are as follows: oo ..
December 31, 1006 2005 2008
DOMESHC . . . . e v e $ 99,050~ $148292  $211,789
Intemnational. . ...... .. ... ... .. ... o i 64,691 100,761 24,944
Total .................... O $163,741  $249,053  $236,733

The components of the provision for income taxes are as follows:

2006 2003 2004
December 31, ’ Current Deferred Current Deferred - Current Deferred .
;Federal .................. $42,868 $ (4,853) $62,030 $ (5.244) $63,803  .$(2,157)
State ......... . L 7,299 209 15,629 5,117y, 10,981 332
PuertoRico . .. ............ 2,470 (2,470) 258 — 380 ¢ —
Foreign . ................ . 14,680 (2,894) 16,873 — 10,701 —
Total ..vveeeie e $67,317  $(10,008) $94,790  $(10,361) , $85,865  $(1,825)
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The provision for income taxes differs from the amount computed using the statutory federal income tax

rate of 35% due to the following: P N I L A S TR
' AN ) R S l"“: ": f N v - " .

December 31, 2006 2005 2004
Federal income tax at statutory rate . . . . .. $57,309 35.0% $ 87,169 350% $82.857 35.0%
Federal tax exempt operations in Puerto : ‘ -

Rico..... ... .. ... ... .. ... T LT (3.897)y  (1.6)  (3,567) (L.5)
State taxes, net of appllcable federal ' h . P o '
_ beneﬁl ......................... , 4880 30 -6,81,')3 2.7 7,353 3.1
Foreign........ P e PP (9, 479) (5.8) (11,826 (4.7) — —
Other,met...................... e 4,599 : 2.8 6,150 2.5 (2,603) (.1
Total. . ... .. ... ... $57,309  35.0% §$ 84,429 33.9% $84,040 35.5%

The tax effects of temporary differences and carry-forwards that give'rise to significant pomons of
prepald tax assets and deferred tax llablhtles consnst of the followmg ) i

* 1

N 006 2005.." -

December 31, Assets Liabilities Assets . Liabilities
Current: _ ) A _ o .
Inventory. . ......... ... .50 ... ... s 84492 45— $5163 § —
Receivable allowances. ... .......... . ... .... 11,700 ' — 14,877 — .
Employee benefits accruals ... ................ 3,037 1 — 4,210 —
Forward currency contracts ... ................. 97" 1 —. — (302)
Other .................. et iaiesaaaaaa 2,395 e 2,986 —
Total current. .. ............ FRTT DR 521730 | $—" sz.236' 3 (o)
Non-current: '
Accelerated depreciation and amortization . ....... $ 334 | $— $ 301 $ —
Puerto Rico tollgate taxes . . .................. — —- . — (2,470)
_Undistributed foreign earnings . . ...... ... . ... 1,699 v, — — + (5,554)
- Deferred compensation ...:..... M 8.211. 1 — 5177 —
Share-based compensatlon S ' S 3.734 - " — L — =
Other (mcludmg certain state taxes) ...... I - o 358 L — '_ 1471 —
Net operating loss carry-forwards. . . . . e - ‘,J‘ 044 — 806 - .
Less valuation allowance . . ..,........... L ) v (944) i_—_ : (806) —
Total non-current .. ... .. .. L 1836 - e S 6949 5(8.024)

', g

' ',

Our consolidated income before taxes for the years ended December 31 2005 and 2004 included earnings
from our subsidiary i in Puerto Rico, which are subslanually exempt from Pyeno Rico income tax under an
exemption which expires in 2012 and federal income laxes under an exemption which became limited after .
2001 and expired after 2005. Deferred tollgate taxes have been on all of the accumulated earnings of the '
subsuha:y in Puerto Rico, which are.subject to tollgate tax, 1 - S o

The Company has indefinitely re’invested approximately $112,293 of the cumulative undistributed
earnings of certain foreign subsidiaries. Such earnings would be subject to U.S. taxes if repatriated to the
U.S. The amount of unrecognized deferred tax liability associated with the permanently reinvested cumulative
undistributed eamings was approximately $28,098. { ‘
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We have provided reserves for certain-tax.matters,—-both domestic and foreign, which we believe could
result in additional tax being due. Our tax reserves total approximately $16,000 at December 31, 2006. Any .
additional assessment or reductron of these contmgent liabilities will be reflected in the Company s effectwe
tax rate. . 4T

1 v R . L

i . T + L 1,

14, Stockholders’ Equity ! . - T L

Our Class A Common Stock and Class B Common Stock are identical in all respects, except that shares,
of Class A Common Stock carry one vote per share while shares of Class B Common Stock carry fen votes
per share. In addition, holders of Class A Common Stock have the right, voting separately as a class, to elect
25% of the directors of the Company, and vote together with the holders of Class B-Common Stock for the
remaining directors. In 2006 and 2005, no shares of Class B Common Stock were converted to Class A
Common Stock.

[ '

On September 23, 2003, our Board of Directors approved an additional repurchase of up to
4,000,000 shares of our Class A Common Stock! On March 3, 2005, our Board of Directors approved a 100%
increase in. shares remaining under the September 2003 repurchase program as.of April 14, 2005, the record.
date of the 2-for-1 stock split. The increase was effective immediately after the May 2, 2005 distribution date.
During 2005 and 2004, on a post split basis we repurchased 4,832,276 and 3,167,724 shares under that
authorization, respectively, ' '

On August 12, 2005, our Board of Directors approved an additional repurchase of 2,000,000 shares of our
Class A Common Stock. During 2006 and 2005, we repurchased 1,475,580 and 524,420 shares under this
authorization, respectively,

On February 7, 2006, our Board of Directors approved an additional repurchase of 6,000,000 sltares of
our Class A Common Stock. During 2006, we repurchased 2,454,015 shares under this authorization.

Shares repurchased totaled 3,929,595 during the year ended December 31, 2006. We may use repurchased
shares to offset future issuances under the Company’s stock-based employee incentive plans or for other
purposes. From time to time, we use Rute 10b5-1 plans fo facilitate share repurchases.

15. Share-based Compensation

Effective January 1, 2006, the Company adopted SFAS 123(R) “Share Based Payment” Wthh requires a
company to measure the grant date fair value of equity awards given to employees in exchange for services
and recognize that cost over the period that such services are performed. This Standard is a revision of
SFAS 123, “Accounting for Stock-Based Compensation,” and supersedes APB Opinion 25, “Accountmg for
Stock Issued to Employees,” and its related implementation guidance. The Company adopted the provisions of
SFAS 123(R) using the modified prospective application method. Under this method, compensation expense is
recognized on all share-based awards granted prior to, but not yet vested as of adoption based on the grant
date fair value estimated in accordance with the original provisions of SFAS 123. The Company recognizes
the cost of share-based awards on a straight-line basis over the award’s requisite service period, with the
exception of certain stock optrons for ofﬁcers directors and key employees granted prior to, but not yet vested
as of adoption, for which expense continues to be recognized on a  graded ‘schedule over the’ vestmg period of
the award. Share- based’compensanon costs, which are recorded in cost of g boods sold and selhng and general
and administrative expenses totaled $21,584 ($14 030 net of taxes) for the year ended December 31 2006

As a result of adopting SFAS I23(R) the Company $ income before provrsron for income. taxes and net-
income for the year ended December 31, 2006 are $10,194 and $6,626 lower, respectively, than if we had
continued to account for share-based compensation under APB Opinion 25. Had the Company not adopted
SFAS 123(R), basic and diluted earnings per share for the year ended December 31, 2006 would have been
$1.81:and $1.78, respectively, compared to reported basic and diluted eammgs per share of $l 70 and $1.67,
respectively. Con . Caab .
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Prior to January 1, 2006, the Company applied the intrinsic value method in APB Opinion 25 and related
interpretations in accounting for our stock plans, SFAS. 123, and SFAS 148 “Accounting for Stock-Based
Compensation-Transitiona! and Disclosure-An Amendment of FASB Statelmem No. 123, for disclosure
purposes. In our consolidated statements of income for the years ended December 31, 2005 and 2004, no
compensation expense was recognized for stock option grants and the Employee Stock Purchase Plan.
However, the Company recognized compensation expense for nonvested share awards of $7,054 ($4,663 net of
taxes) and $3,108 ($2,005 net of taxes), respectlvely The following table 1]luslrates the effects on net income
and earnings per share had compensanon expense for stock option grants | issued been determined under the.
fair value method of SFAS 123 for the years ended December 31, 2005 and 2004:

_ 7 1 2005 2004

Net income as reported .. .. ... PP 1 ...... - $164,624  $152,693
Add: Share-based employee compensation expense 1nc1uded in reported net - . '

income, net of related tax effect. ... ..... ... ... .. S . 4,663 2,005
Deduct; Total share-based employee compensation expense determined '

under fair value based method for all awards, net of related tax effg:ct - 12,927 10,394
Pro forma net income . . .. .. .. e e e Lo " $156360  $144,304
Basic earnings per share, as reported .~ .. ... .. .. e e o8 248 5 219
Pro forma basic earnings pershare. ... ...... ... ... ....... - l ..o %0 236 08 207 -
Diluted eamings per share, asreported. . . . .. ............ ... f ...... $ .243 § 214
Pro forma diluted earnings per share .................... i, $ 231§ 202

Financial statement amounts for thc years ended December 31, 2005 and 2004 have not been restated to

reflect the fair value method of expensing share-based compensation. ;
|

Prior to the adoption of SFAS 123(R) the Company presented all tax ibenefits of deductions resulting
from the exercise of stock options as operating cash flows in the statement of cash flows. Efféctive January 1,
2006 and in accordance with SFAS 123(R) the Company changed 1ls cash'flow presenlauon whereby the cash
flows resulting from the tax benefits arising from tax deductions in excess ‘of the compensauon expense
recognized for share-based awards (“excess tax benefits”) are now cla551ﬁed as financing cash flows. In the
consolidated statement of cash flows for the year ended December 31, 2006 the total excess tax benefit of
$4,406 related to share-based compensation included in cash flows from fir inancing activities would have been
included in cash flows from operating activities if the Company had not adopted SFAS 123(R).

The Company received $16,407 in proceeds on the exercise of stock ofptions under the Company’s stock
option and employee stock purchase plans and recorded a tax benefit of $4,711 related to these stock option
exerc1ses during the year ended December 31, 2006. 1

Under the provisions of SFAS 123(R), the Company is required to esumate the number of all share-based
awards that will be forfeited. Effective January 1, 2006, the Company uses 'historical data to estimate, .
forfeitures. Prior to the adoption of SFAS 123(R), the Company recngmzed the impact of forfeitures as they
occurred.

Shares issued upon "the exercise of stock options under the Company’ s stock option and employee stock
purchase plans are normally from authorized but unissued shares of the Company s Class A Common Stock.
However, to the extent that the Company has treasury shares issued, such shares may be reissued upon the
exercise of stock options. ~

Stock Options | T

t
!
b
[ AR
\ '

b

Under.the Company’s 1997 Incentive Plan, as amended-(the “1997 Plan : "), 16,000,000 shares of Class A
Common Stock have been reserved for issuance to officers, directors and key employees. In addition to stock
options, any of the following mcenuves may be awarded to participants under the 1997 Plan: stock

i
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appreciation rights (“SARs™), nonvested shares, unrestricted stock, awards entitling the recipient to delivery in
the future of Class A Comimon Stock or other securities,. securities that are’convertible into, or exchangeable
for, shares of Class A Common Stock and cash bonuses. Option grants and vesting periods are determined by

-the Management Development and Compensation Commitiee of the Board of Directors. Outstanding stock

optiens granted under the 1997 Plan are granted with an exercise price equal to market value at date of grant
and become exercisable either in equal installments over three years, beginning one year after the grant date,
or become exercisable two years after the-grant date. Prior to 2006, most stock options granted under the 1997
Plan were exercisable in equal mslallments over four years. All options expire ten years after the grant date.

Under our 2001 Non- Employee Drrectors Stock Plan, as amended (the *2001 Plan™), we have reserved
400,000 shares of Class’ A Common Stock for the granting of stock options to eligible non-employee directors
of the Company. Under the terms of the 2001 Plan, stock option grants are awarded on a predetermined
formula basis. Unless terminated-by our Board .of Directors, the 2001 Plan will be in effect until all shares
available for issuance have been issued, pursuant o the exercise of all options granted. The exercise. price of
options granted under the 2001 Plan is the markét value of the stock on the date of the grant. Initial awards of
stock options granted under the 2001 Plan to new directors become exercisable in equal instailments over three
years and annual awards of options granted under the 2001 Plan become fully exercisable one year from the
date of grant and, in each case, expire ten years after the grant date. Stock options granted under the 2001
Plan prior to December 31, 2004 become exercisable in equal installments over four years, beginning one year
after the grant date, and expire ten years after the grant date.

Options to purchase an aggregate of 3,029,012, 2,517,920 and 2,200,002 shares were exercisable under
all option arrangements as of December 31, 2006, 2005 and 2004, respectively. Under the existing stock option
plans, there were 1,008,990, 1,752,562 and 3, 044 824 shares available for future grants as of December 31,
2006, 2005 and 2004, respectively. \

The Company estimates the fair value of its stock option, awards on the date of grant using the Black-
Scholes option valuation model that uses the assumptions noted in the following table. Expected volatility is
based on historical volanllty of the Company s stock. The expec[ed term of options is estimated using the
historical exercise behavior of employees and directors. The risk-free interest rate for penods within the
contractual life of the option is based on the U S Treasury yleld curve corresponding to the stock option’s
average life.

Year Ended December 31, Bt [P L ’ . 006, 2005 2004

Expected volatility . .- ... ... L N 30.1% 29.5% 35.9%:
Risk-free interest rate. . ... ... S A e e e 47% 3.6% 19%
" Expected life (inyears) ........ ... .0 .. ... Lt S e 420 51 46 .

Expected dividends ... .............. e - = —

The followmg summarizes transactlons under all stock opuon arrangements for the year énded Decem-
ber31 2006: ' ' T -

DI I L

Weighted-Average

Weighted- Remaining Aggregate
‘ X o ) Average Contractual Term Intrinsic
d s - i '.” t ¢+ Shares -' Exercise Price ' (Years) Value

Oitstanding at January 1, 2006 .., ..... 5708184 82515
Granted........... ... .. ... ... 795,981 3299
Exercised .. ...... ... ... o i, v (820,192) 17.70
Expired or forfeited . .. ... ........... (430,179) 3040 _
Outstanding at December 31, 2006. .. ... 5253794 - $27.07 6.6. $28,733
‘Exercisable at Décember 31,2006 . ... 3029012 "' 52401 5.5 $24,004
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The weighted-average grant date fair values per share of stock options granted, for which exercise price
equals market value at the date of grant, were $10.43; $11.49.and $10.21 for the years ended December 31,
2006, 2005 and 2004, respectively. The total intrinsic values of stock optlons exercised dunng the years ended
December 31 2006 2005 and 2004 were $12 698 $l9 188 and $4S 215 respecuvely

Total unrecogmzed share based ¢ompensation expense related- fo nonvested stock options was $9,428 as

‘of December 31, 2006. 'I‘he cost is expected to be recogmzed over the we1ghted average'period of 0.9 years

*

Nonvested Shares

As noted above, the Company’s 1997 Plan provides for grants of nonvested shares. The Company’
generally grants nonvested shares with a three year vesting period, which i |s the same as the contractual term.
Expense is recognized over the award's requisite service perlod which begms on, the first day of the,
measurement period and ends on the last day of the vestmg penod The fa1r value of nonvested share grants is
determined by the market value at the’ date of the gram Changes in the Company s nonvested shares for the

year ended December 31, 2006 are as follows a . o o N

iy PN : [T T R I ! - Weighted-
y . ; - Average Grant
! e Shares Date Fair Value
Unvested at January 1. 2006 ... e S " 698,061 $36.27
Awarded . . ... .. T e e s 371,770 26.47
Vested. . .......0..... SR T L C(143355) © 3440

Unvested at December 31,2006, ... ........................:.. 93247 $32.59

The ‘tolal fair value of ehares-'veéted during the year ended December 31, 2006 was '$4,250.

Unrecognized compensation expense related to nonvested share grants was $17,482 as of December 31,
2006. The expense is expected to be recognized over a weighted-average period of 1.4 years!

In September 2006, our Board of Directors approved an award of $1,000 of nonvested share grants of
Class A Common Stock under the Company’s 1997 Plan. The nonvested shares may be issued in 2007 based
on the achicvement of a revenue targel over a twelve momh measurement period from September 30, 2006
through September 28, 2007. :As of December 31, 2006 we ‘estimate the award amount will be approximately
$1,000, of which $250 is recorded in accrued payroll and related expense on the consolidated balance sheet.

In 2004, our Board of Directors approved awards of nonvested share grants of Class A Common Stock
under the Company’s 1997 Plan based on achieving certain performance targets for the perieds occurring
between January 1, 2004 through December 31, 2006. Based on the achievément of 2006 performance targets,
$1,239 of nonvested shares will be issued on July 10, 2007. The number of 'shares to be issued will be
determined by the share price on the issuance date. These shares will fully vest three years from the issuance
date. Based on the achrevemem of 2005 performance targets, 377,770 of nonvested shares ‘with a value of
$10,000 were issued on July 5 2006 and will fully vest three’ years from that date. Based on the achrevemenl
of 2004 performance targets;"275,117 of nonvested sharés with 4 value of $lO 873 were issued on July 5; 2005
and will vest equally over three years from that date.”An additional atvard, based on the achievement of a
separate 2004 performance target, of, 200,000 nonvested shares with a value of $7, 904 was also issued on.
July.5, 2005 and will vest two years, after that date. Allyof these shares are subject to restrictions on sale and -
transferability, a risk of forfeiture and certain other terms and conditions.. - SR

In 2003, our Board of Directors approved up to'97,500 shareé of ‘Class A Common Stock for performance
based programs. On March 3; 2004, we issued.93,138 restricted shares of Class A Common Stock under the
Company’s 1997 Plan. The award of these restricted share grants was based on the achicvement of specified
performance targets' for the period from July <1, 2003 through December 31, 2003. These shares are subject to
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_restrictions on sale and transferability, a risk of forfeiture and certain other terms and conditions. These -

restrictions lapse equally three and four years after the award date.

‘ Through December 31, 2005, we recorded deferred compensation in stockholders™ equity on our
consolidated balance sheet to reflect the unvested portion of the nonvested share grants. Under the provisions
of SFAS 123(R), we are no longer permitted to record deferred compensation in stockholders’ equity for the
unvested portion of nonvested share awards. Accordingly, upon adoption of SFAS 123(R), the balance of
deferred compensation was reduced to zero, resulting in an offsetting reduction to additional paid-in capital in
the conseolidated balance sheet.

Employee Stock Purchase Plan

Pursuant to the terms of our 1991 Employee Stock Purchase Plan, as amended (the “ESP Plan™), we are
authorized to issue up to an aggregate of 2,400,000 shares of our Class A Comm'on.Stock to eligible
employées e1ecting to participate in the ESP Plan. Eligible employees may contrtbute, through payroll
withholdings, from 2% to ‘10% of their regular base compensation during six-month participation periods.

‘beginning January 1 and July 1 of each year. At the end of each participation period, the accumulated

deductions are applied toward the purchase of Class A Common Stock at a price equal to 85% of the market
price at the begmnmg or end of the participation period, whichever is lower.

The fair value of the Company’s ESP Plan was estimated on the date of grant using the Black-Scholes
option valuation model that uses the assumptions in the following table. Expected volatility is based on the
six-month participation period (the stock option’s contractual and expected lives). The risk-free mterest rate is
based on the six-month U.S. Treasury rate.

Year Ended December 31, : o 2006° . 2005 2004

Expected volatility . ...................... e e ceeewe 309% "259% 25.9%
-Risk-free interest rate .. ...... e e e e e 48% - 28% 1.3%
Expected life (inmonths) .. ......... .. oo oo 6. 6 - 6

Expected dividends. ... .................... [ e — —

'Empioyee purchases totaled 84,685, 74,094 and 79,368 shares in 2006, 2005 and 2004, respectively, at
prices ranging from $21.98 to $27.67 per share: As of Decemnber 31, 2006, a total of 235,655 shares were
available for future purchases. The weighted-average fair values of the Company’s ESP Plan purchase rights
were approximately $6.97, $7.14 and $5.81 for the years ended December 31, 2006, 2(}05 and 2004,
respectively.

As of December 31, 2006, all ESP Plan compensatron expense was recogmzed as all ESP Plan awards
were vested. ' ,

16. Cash Incentive Awards

In September 2006, our Board of Directors approved a $2,000 cash incentive award. This award may be
issued in 2007 based on the achievement of a revenue target over a twelve month measurement period from
September 30, 2006 through September 28 2007. As of December 31, 2006, we recorded $500 for this award
in accrued payroll and related expense on the consolidated balance sheet. .

In March 2005, our Board of Directors approved a cash incentive award of $1,250 which will be paid in
2007 and was based on the achievement of a performance target over a one year measurement period from
January 1, 2005 through December 31, 2005. This'award is recorded in accrued payroll and related expense on
the consolidated balance sheet as of Decemher 31, 2006 and 2005

In 2004, our Board of Directors approved a cash incentive award of up to $3 000 which would have been
paid in 2007. However, the performance target on which the award was based was not achieved over the three
year measurement period from January 1, 2004 through December 31, 2006. Accordingly, in 2006 we reversed -
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the $1,908 accrual for this award which was 1neluded in deferred compensauon and other long-term hablhtles
on the consohdated balance sheet as of December 31 2005.
| .

17. Busmess Segments and Geographlc Inforlmatlon

.

We manage our business in three reportable segments, each shanng 31mllar product dlStI‘lbuthll and .
marketmg The reponable segments are U.S. Wholesale U.S. Consumer Diréct and Intematlonal

fi L i
The U S. Wholesale segment is compnsed of the sale of products to wholesale customers in the Umted
States. This segment also includes royalties from licensed products sold in the Umtedl States ‘the management
costs and expenses associated with our wor]dw1de licensing efforts and certain marketmg expenses and value
added services. For 2005 and 2004, marketing expenses of $9,871 and $8,990, respectlvely, were reclassified
from Unallocatéd Corporate to U.S. Wholesale as the expenses were deemed to be prlmanly related to our

U.S. Wholesale business. _ _ i . C oy

The U.8. Consumer Direct segment mcludes the Company operated specialty and factory outlet-stores in

the United States and our e-commerce business. . Moo o ;

The International segment consists of the marketmg selling and distribution of footwear,’ appare]
accessories and licensed products outside of the United States. Products are sold outside of the United States
through our subsidiaries (which use wholesale al’lld retail channels to sell footwear, ap'tparel and accessortes),
mdependent dlstrlbutors and llcensees 'l

s
o . o i

The Unallocated Corporate component of segment reporting consists primarily of corporate finance, .
information services, legal and administrative expenses costs related to share-based compensation, United
States' distribution expenses, global rmarketing support expenses, worldwide product development and other .
costs incurred in support of Company-wide activities. Unallocated Corporate also includes total other income,
which is primarily interest income, net, and othelr miscellaneous income, net. Such income is not allocated

among the reported business segments. '[ ) "

The accounting p011c1es of the segments are the same as those described in the summary of significant
accounting policies. We evaluate segment performance based on operating contnbutlon which represents-pre-
tax income before Unallocated Corporate expenses interest and other income, net, and operating cash flow
measurements. Total assets are dlsaggregated 10 'the extent that assets apply spec1ﬁeally to a single segment.
Unallocated Corporate assets primarily consist of cash and equivalents, manufactunnlglsourcmg assets, '

computers and related equipment, and United States transportation and distribution equ1pment
I

Us.
e, L U.s. ‘ ' . Consumer Unallocated A
Wholesale Direct International Corporate Consolidated
" 2006 . Gl . i . - v T [P .
REVENUE . ..o ovoevninn s $639.987  $197.667  $720965° -$'|  — $1,567,619 "
Depreciation and amertization . . . 2,7|26 . 2,502 7.851 14,806 127,885
Operating income/(loss). . . . . L. 170,622, 16,804 . 155,898 (183,631) 159,693
Interest income, net. ... ....... — — — . 966 966
Other, et . .+« v eenenn ... s — - — 3082 - 3,082
Income/(loss) before income - ¢ i . . e T
BAXES o v v v e v e e e e $170,622 § 16,804 $155,898 $(179,583) $ 163,741
Total assets .. .. ........... . $251 658 $ 31,627 $392,388 © $167,432 § 843,105
Goodwill ....... ... e 3 7|45 794 7,178 C o T T 39.717
Expenditures for capital ' ' : v
addltlons URATE U S 3,3|1'6 4,339 © 13,568 15,367 36,590
| 61
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US -Conlilf;ner R '. Unallocated
Wholesale Direct International Corporate Consolidated

2005 . S )
Revenue . .............. e $659,784  $212,645 $693,252 $ —  $1,365,681
Depfeciation and amortization ‘. T _ 868 2,491 6,610 21,560 31,529
Operating income/(loss). . . . . . . . 207174 36282 - 168228  (166,302) 245,382
Interest income, net. . ... ...... S — — 3,335 3,335
Other, net . . . . .. . g — — — 336 336
Income/{loss) before income : . . '

TAXES . v v vt -$207,174 % 36,282  $168,228  $(162,631) $ 249,053
Total assets. ... ............. $249,444  $ 30,299  $360,044  $ 148867 $ 788,654
Goodwill .. ... .. e 31,715 794 6,994 — 39,503
Expenditures for capital : . Corl e ' :

additions . . .............. Lo 1,941 3,428 8,616 - 12,187 26,172

. I ° ! t
' us, '
USs. Consumer Unallocated
Wholesale Direct International Corporate Consolidated

2004 ' '
Revenue ... ..... ey $665,222  $214,110  $621,248 $  —  $1,500,580
Depreciation and amortization . .. . 608 2,422 6046 . 17528 26,604
Operating income/{loss). ... ... L 213,299 35,345 130,694 (145,475) 233.863
Interest income, net. . . ., e g — — C— 1,095 1,095
Other, net . .......... e — — - 1,775 1,775
Income/(loss) before income - ‘ ot

taxes........ e IR 3$213,299  § 35,345  $130,694 -§$(142,605) $ 236,733
Total asSets . . ... ..« ooov vt .. $153218  $ 25984  $266,807 . $311,501 § 757,510
Goodwill .................. 6,804 794 6,565 — . 14,163 .
Expenditures for capital

additions ................. 10,355 10,452 24,095

1,166 2,122

The following summarizes our o;icrations in different geographic areas for the years ended December 31,
2006, 2005 and 2004, respectively: .

U'nitﬂi ' * Other

States Europe Asia Foreign Consolidated
2006 ' i .
Revenue .. ........oveuvun... .. $837,654 $547,091 $145436. $37438 51,567,619
Long-lived assets ............... 141,786 33,238 . 4,844 . 13,185 193,053
2005 o .
Revenue .................. P $872,429 $53'3,146 $133,396  $26,710  $1,565,681
Long-lived‘ assets . ..., .00 ., 139,288 19,388 4,044 10,328 173,048
2004 ’ ' —_
Revenue . .. ... e ... $879.332  $478960 $121,302 $20,986  $1,500,580
Long-lived assets ............... 73,758 20,771 4,256 9,678 108,463
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- The/U.S. Wholesale and U.S. Consumer Direct segments and Ulnallo'cated Corporate comprise the-United
States geographic area. The International segment is divided into thrée geographic areas: Europe, Asia and
Other Foreign. Other Foreign assets consist primarily of the Company’s manufacturing assets in the Caribbean
and asséts related to our sourcing operations. \..

The followmg summarizes our revenue by product for the years e\'nded December 31, 2006, 2005 and
2004, respectwely _ t\ .
2606 2005 2004

BOOIWEAT . .« oot Chioo $1126931 $1200089  $1,153.240
Apparel and accessories . .. ... ..e ... P 422,435 348,875 ' 333,292

Royalty and other. ......... e coo 18,253 16717 14,048
‘ | SLS67.619  $1,565,681  $1,500,580
\ =

18. Retirement Plans . ‘. i

We maintain a contributory 401(k} Retirement Eam’ings Plan (the “401(k) Plan”) for eligible salaried and
hourly employees who are at least 18 years of age. Under the provisions of the 401(k) Plan, employees may
contribute up to 40% 'of their base salary up to certain limits. The 401(k) Plan provides for the Company
matching contributions not to exceed 3% of the employee’s compensation of, if less, 50% of the employee’s
contribution. Vesting of our contribution begins at 25% after one year of servrce and increases by 25% each
year until full vesting occurs: We maintain a non-contributory profit sharing ptan for eligible hourly employees
not covered by the 401(k} Plan. Through December 31, 2005, we mamtamed\two contributory 165(e)”
Retirémént Earnings Plans (the “165(e) Plans”} for eligible salaried and hourly employees of our Puerto Rico
manufacturing facility. The 165(e) Plans were liquidated as of December 31, 2005 in connection with'the
closure of our Puerto Rico manufacturing facility. Our contribution expense under all retirement plans was
$1,941, $1,654 and $1,756 in 2006, 2005 and 2004, respectively. {

i

19. Restructurmg and Related Costs l - : \

v

o,

Durmg the fourth quarter of 2006 the Company announced a global reorgamzauon to better- allgn our
organizational structure with our key consumer categories. We will move from a' geography and product-
centric construct to consumer-focused teams designed to better serve the trade and consumer in each category.
The new organizational structure will be led'by a President of each consumer category (Authentic Youith, °
CasualGear, Outdoor Group and Industrial), along with dedicated resources agamst merchandrsmg, desrgn
sales planning, category marketing and global sales. Restructuring activity assoclated with this reorgamzatlon
will continue through the second quarter of 2007. : \ '

i

\

During the first quarter of 2006, we initiated a plan to create a European ﬁnance shared service center in "~
Schaffhausen, Switzerland. This shared service center will be responsible for all transacnonal and  statutory
financial act1v1t1es for which certain activities are currently performed by our locally based finance organiza- .
tions. Total additional charges of approxrmately $200 are expected to be incurred through the second quarter |,
of 2007, which are expected to cover the remaining severance and employment related charges for the
European finance shared service center restructuring activity. o ~

%* [ [ ‘4 # .

On July 6, 2005, the Company announced plans to consolidate our.Caribbean manufacturmg operations.
We ceased-operations in our Puerto Rico manufacturing facility. at the end of 2005 and are expanding our -
manufacturing volume-in the Dominican.Republic. The Puerto Rico closure was completed in the second ,
quarter of 2006, but.we will continue to.make cash payments for severance benefits through the second quaner
of 2007. S - . { ' C

H
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The following table sets forth our restructuring activity for the years ended December 31, 2006 and 2005:

Puerto Rico " European ) '
Manufacturing Shared Service Global - R
Facility Center Reorganization " Total
Restructuring liabilities as of _
December 31,2004 . .............. 5§ — 8 — $ — . 5 —
Severance and employment related i ’ '
charges ...................... " 3,845 — — 3,845
Othercharges ........... ... ..... : 191 — — - 191
Total charges ......... R ‘ 4,036 —_ —_ 4,036
Severance and employment related cash . K
PAYmMents . . ............. L. 'G10] —_ — (61)
Other cash payments .............. (12) — — (12)
Total cash payments. . ........... f (73) — — (73)
Restructuring liabilities as of
. December 31,2005 . .............. ; 3,963 —_ . — 3,963
Severance and employment refated : ) ' B D
charges ................ e ! 14. 677 ,2,969 3,660
Other charges ........ e 208 - — — 208
Total charges . .......... P 222 - _671 " 2969 3,868
Severance and employment related cash . ' e
O PAYMENS .. ... ... - .(3,335). (309) = (3644
Other cash payments . .. .. Tl T (375) — — (375)
Total cash payments . . ... ... B YA (1) (309 ' — {4,019)
Restructuring liabilities as of o ' '
December 31,2006 ............ i $ 475 $ 368 $2,969 $ 3,812

Severance and employment related charges consist primarily of severance, health benefits and other
employee related costs incurred during these three restructuring plans. Other charges consist of fees related to
the closing of our manufacturing facility in Puerto Rico.

In 2007 we estlmate that we will incur restructurmg charges of .1pprox1mately $3,300 related to the
departure of our Chief Operatmg Officer which was announced on February 7, 2007. This restructuring charge
is part of the global reorganization and will be recorded in our Unallocated Corporate component of segment
reporting.

20. Litigation L

We ‘are involved in various lmgatlon and legal mzitters that have arisen in the ordinary course of business.
Management believes that the ultimate resoluuon of any existing matter will nol have a material adverse effect
on our consolidated financial statemems .

21. Subsequent Events . _’ . Lo

On February 7, 2007, we announced our entry into a five year licensing agreement with Phillips-Van
Heusen for the design, sourcing and marketing of apparel in North America under the Timberland® brand,
beginning with the Fall 2008 line. ‘As a result of this action, we will incur a restructuring charge in the range
of $4,000 in 2007 to cover severance, outplacement services and asset disposal costs associated with the
implementation of this strategy. This restructuring charge will be recorded in our U.S. Wholesale segment.
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As discussed in Note 7 to the consolidated financial. statements included in Item 8 of this Annual Report
on Form 10-K, we acquired Howies Limited (“Howies™) on December 1, 2006. As a result of the timing of
the acquisition and as permitted by the Securities and Exchange Commission, management has excluded
certain internal controls at Howies from its assessment of the internal control over financial reporting as of
December 31, 2006. The areas excluded constitute less:than 1% of total assets, revenue and net income of the
consolidated financial statement amounts as of and for the year ended December 31, 2006. _

Timberland’s independent registered publi¢'accounting firm has ‘audited and issued their report on |
management’s assessment of 'I‘imberlalnd’s internal cg’ahfr‘ol'ovcr financial re_ﬁoning, which appears below.

1
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REPORT OF INDEPENDENT REG[STERED PUBLIC ACCOUNTI NG FIRM® "+
Co, I R NI Lol ’ H
To lhe Board of Dlrectors and Stockholders of The Timberland Company A SO

Stratham, NewHampshlre B o « UL R T
o 2 . ot .

Y

‘We have audited managemem 5 assessment 1Lc]uded in the accompanying Managemem s Annual Report
on Internal Control Over Financial Reporting that The Timberland Company and subsndlarles (the “Company”)
maintained effective internal control over ﬁnancml reporting as of December 31, 2006' based on criteria
established in Tnternal Control — Integrated Framework issued by the Committee of Sponsormg Organizations
of the Treadway Commission. The Company’s management is responsible for mamtammg effective internal
control over financial reporting and for its assessment of the effectiveness of internal control over ﬁnancm] _'
reporting. Our responsibility is to express an oplmon on management’s assessment and an opinion on the
effectiveness of the Company’s internal control over financial reporting based on our audit. As described in
Management’s Annual Report on Internal Control Over Financial Reporting, managem:em excluded from their
assessment certain internal controls over financial reporting at Howies Limited (“Howies™), which was '
acquired on December 1, 2006 and whose financial statements constitute less than l%: of total assets, revenue,
and net income of the consolidated financial statement amiounts as of and for the year;ended December 31,

2006. Accordingly, our audit did not include certain internal controls over financial reporting at Howies.
: !
We conducted our audit in accordance with the standards of the Public Company, Accounting Oversight

Board {United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective internal control over financial reporting was mamtamed in all material
respects. Our audit included obtaining an understanding of internal control over ﬁnanc1al reporting, evaluating
management’s assessment, testing and evaluating the design and operating effectiveness of internal control,
and performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinioné.

A company’s internal control over financial reportmg is a process designed by, or under the supervision
of, the company’s principal executive and prmcnpal financial officers, or persons performmg similar functions,
and effected by the company’s board of directors, management, and other personnel to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of ﬁnancml statements for external
purposes in accordance with generally accepted accounting principles. A company’s 1memal control over
financial reporting includes those policies and procedures that (1) pertain to the mamtenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of ‘the assets of the company;
(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management'and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detecnon of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the financial
statements.

Because of the inherent limitations of internal control over financial reporting, mcludmg the possibility of
collusion or improper management override of controls, material misstdtements due Lto error or fraud may not
be prevented or detected on a timely basis. Also, projections of any evaluation of lhe effectiveness of the
internal control over financiat reporting to future periods are subject to the risk that Ithe controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate. !

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations
‘of the Treadway Commission. Also in our opinion, the Company maintained, in all 'material respects, effective
internal contro} over financial reporting as of December 31, 2006, based on the criteria established in Internal
Control — Integrated Framework issued by the ‘Committee of Sponsocring Orgamzauons of the Treadway
Commission, '
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated financial statements and financial statement schedule as of and for the
year ended December 31, 2006 of the Company and our report dated March 1, 2007 expressed an unqualified
opinion, and included an explanatory paragraph regarding the Company’s adoption of Statement of Financial
Accounting Standard No. 123(R), Share-Based Payment, on those financial statements and financial statement

schedule. -
: i
/sy DELOITTE & TOUCHE LLP .

Boston, Massachuselts
March 1, 2007 ‘ F

68




ITEM 9B. OTHER INFORMATIIbN SRR

None. l
* PARTII |

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE '

Please refer to the information set forth under the caption “Executive Officers of the Registrant” in Item 1
of Part I of this Annual Report on Form 10-K and to the information under ‘the captions'“Required Votes and
Method of Tabulation™, “Infonnatlon with Respect to Nominees”, “Corporate Governance Principles and Code
of Ethics”, “The Audit ‘Comimittee” and “Section 16(a) Beneficial Ownershxp Reportmg ‘Compliance” ‘in our
definitive Proxy Statement (the “2007 Proxy Statement”) relating to our 2007 Annual Meeting of Stockholders,
that will be filed with the Secuntles,and Exchange Commission within 120 days after the close of our fiscal
year ended December 31, 2006, whlch information is incorporated herein by reference - ’

t

ITEM 11. EXECUTIVE COMPENSATION - ‘ ‘

Please refer to the information Let forth under the captlons “D1rectors Compensauon for Fiscal Year *
20067, “Compensation Discussion and Analysis”, “Executive Compensatton” “The. Management Development
and Compensation Committee Report” and “Compensation Committee- Interlocks and Insider Participation™ in
our 2007 Proxy Statement, which mformatlon is incorporated herein by feference. . , e

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED § TOCKH OLDER MATTERS

Please refer to the information set forth under the caption “Security {Ownership of Certain Beneficial
Owners and Managemem in our 2007 Proxy Statement, which information is incorporated herein by
reference.

Equity Compensation Plan Information

| . Number of securities

! ) remaining
I Number of securities available for future
' to be issued Wﬂghted-average issuance under
| upon exercise of exercise price of equity compensation plans
l outstanding options, outstanding options, . (excluding securities
. warrants and rights warrants and rights reflected in column {(a))
Plan Category ! {a) . (1)) ()
. . | '
Equity compensation plans } ‘ .
approved by security holders: . . 5,253,794 $27.07 1,008,990(1)
\ - .
Equity compensation plans not ( ' '
approved by security holders! . . — — N —
. l |
Total ..........c.cuiiitn. 5,253,794 $27.07 1,008,990

(N Exc]udes an award of $1.0 mllhon of nonvested share grants of Class A Common Stock under the Compa-
ny’s 1997 Plan approved by the Board of Directors in September 2006 The nonvested shares may be
issued in 2007 based on the achtevement of a revenue target over a tlwe]ve month measurement period
from September 30, 2006 through September 28, 2007. The number Iof shares to be issued will be deter-
mined by the share price on the issuance date. All of these shares are subject to restrictions on sale and
transferability, a risk of forfelture and certain other terms and condmons

Excludes an award of $0.5 mllhon of nonvested share grants of Class A Common Stock under the Compa-
ny’s 1997 Plan in March 2006. The nonvested shares may be issued in July 2007 based on the achieve-
ment of certain performance targets over a twelve month measureme'nt period from January 1, 2006
through December 31, 2006. The number of shares to be issued will ibe determined by the share price on
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the issuance date. These shares will cliff vest one year from the date of issuance. All of these shares are
subject to restrictions on sale and transferability, a risk of forfeiture and certain other items and conditions.

Excludes an award approved in 2004 by our Board of Directors of nonvested share grants of Class A Com-
mon Stock under the Company’s 1997 Plan based on achieving certain performance targets for the periods
occurring between January 1,,2004 through December 31, 2006. Based on the achievement of 2006 perfor-
mance targets, $1.2 million of nonvested shares will be issued on July 10, 2007. The number of shares to
be issued will be determined by the share price on the i issuance date.- These shares will fully vest three °
years from the issuance date. All of these shares are subject to restrictions on sale and transferability, a

risk of forfelture and certain other terms .and COHdlthl‘lS i

ITEM 13 CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS AND DIRECTOR
INDEPENDENCE T o .

Please refer to the information set forth under the captions “Board Independence”,""fhe Audit Commit-
tee” (introductory paragraph), and “Cértain Relationships and Relatéd Transactions” in our2007 Proxy
Statement, which information is incorporated herein by reference

S

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES : . .

-Please refer to the information set forth under the-captions “Audit and Non- Audlt Fees” and “Audit -
Committee Pre-Approval of Audit and Non-Audit! Servrces in our 2007 Proxy-Statement, which information
is incorporated herein by reference. co b o oo

. . ' - L e .
- .- , [T L -
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.- PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES .

(a)(1) FINANCIAL STATEMENTS. The following consolidated ﬁnandlal statements are included in

Item 8 of this Annual Report-on Form 10-K and appear on the pages s_hpwn below: -+, | . -
: |

A ST B A .. Form 10-K Page
Report of Independent Registered Publlc Accounting Firm ... ....... : . ..... S 39 .-
Consolldaled Balance Sheets as of December 31, 2006 and 2005 e ’ Cl 40
For the years ended December 31, 2006 2005 and 2004:" - ;o -t ct

Consolidated Statements of lncome .......... LR R R i e e : 41 \

Consolidated Statements of Changes in Stockholders Equ1ty ..... A, 42

Consolidated- Statements of Cash Flows . .. ;.. 0. ... . Lot o 43
Notes to Consolldated Financial Statements . . . ... ........ P ........ T 44-65

(a)(2) FINANCIAL STATEMENT SCHEDULE The following addmonal financial data appearing on the
pages shown below should be read in conjuncuon with the consolidated findncial statements:

~'  Form 10-K Page
Schedule 1T — Valuatlon and Qualifying Accounts . .': S ‘. . l AU ~75

All other schedules for whlch prov1510n is made in the apphcable accopntmg regulatlons of the Securmes
and Exchange Commission are not requlred under the relatéd instructions or are mappllcable and have,

therefore, been omitted. l

|
(b) EXHIBITS. Listed below.are the Exhibits filed or furnished.as part of this report, some of which are

incorporated by reference from documents previously filed by us with the Securities and Exchange Commis-
sion in accordance with the provisions of Rule 12b-32 of the Exchange Act!
(3) ARTICLES OF INCORPORATION. AND BY-LAWS ! _
3.1 (a) Restated Certificate of Incorporation dated May 14, 1987(8) r ‘ ' :
” (b} Certificate of Amendment of Restated Certificate of. Incorporatlon dated May 22, 1987(8)

(c) Certificate of Ownership merging The Nathan Company into The Tlmberland Company dated

July 31, 1987(8) : J ! Do

(d) Certificate of Amendment. of Restated Certificate of Incorporatlon dated June 14, 2000(8)

" (e) Certificate of Amendment of Restated Certificate 'of Incorporatlon dated September 27, 2001(9)

32 By-Laws, as amended February 19, 1993(7) - . ; t B

(4) INSTRUMENTS DEFINING THE RIGHTS OF SECURITY HOLDERS INCLUDING
INDENTURES (See also Exhibits 3.1 and 3.2)

4.1 Revised spec1men stock certlﬁeate for shares of the Company’s Cldss A Common Stock, ﬁled
herewith . .

(10) MATERIAL CONTRACTS '
10.1 Agreement dated as of August 29,1979 between The Timberland Company and Sidney W Swartz( 1)
10.2 (a) The Company’s 1987 Stock Option Plan, as amended(3) |

*'(b) The Company’s 1997 Incentive Plan, as amended(10)" - ' .
103  The Company’s 1991 Employee Stock Purchase Plan, a$ amended(5)
10.4  (a).The Company’s 1991-Stock Option Plan for Non-Employee D1rectors(6) . -

(b) Amendment No. 1 dated December 7, 2000(8)

10.5. The Company’s 2001 Non- Emp]oyee Directors Stock Plan, as amen_ded(lB)
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Exhibit
10.6

107

10.8
10.9

10.10

10.11
10.12

10.13
10.14
10.15

10.16
10.17
10.18
10.19

(21)
21.1
(23)
23,
(31)
31.1

31.2

(32)
321

322

‘Description
Summary of Compensation for Non-Managemem Members of the Board of Directors of The
Timberland Company, as approved on December 2, 2004(12) : :
The Timberland Company 2004 Executive Long Term Incentive Program(13)

~ Amendment to The Timberland Comp'tny 2004-Executive Long Term Incentive Program(lB) ¢

Amendment to The Timberland Company 2004 Executive Long Term Incentive Program dated
November 30, 2005(14) '

Amendment to The Timberland Company 2004 Execuuve Long Term Incentive Program dated
December 12, 2006, filed herewith.” . Coval ‘

The Timberland Company 2004 Long Term Incentive Program for Kenneth P. Pucker(l3) "

Amendment to The Timberland Company 2004 Long Term Incentive Program for Kenneth P
Pucker(13) Co .

The Timberland Company 2005 Long Term Incentive Program for Kenneth P, Pucker(4)

The Timberland Company 2006 COO Incentive Program(2) N t
Second Amended and Restaled Revolving Credit Agreement dated as of June 2, 2006 among The
Timberland Company, certam banks listed therem and Bank of Amerlca N A., as admlmstratlve
agent(11) b

The Timberland Company Deferred Compensatlon Plan as amended, filed herewith

Change of Control Severance Agreement(S)

The Timberland Company 2006 SmartWool Integratlon Bonus Prograrn(l4)

Separation Agreement between The Tlmberland Company and Ke nneth P Pucker dated February 7,
2007, filed herewith

SUBSIDIARIES '

List of subsidiaries of the registrétnt, ftled herewith
CONSENT OF EXPERTS AND COUNSEL _
Consent of Deloitte & Touche LI::P filed herewith
RULE 13a-14{a)/15d — 14(a) CERTIFICATIONS

Principal Executive Officer Certlﬁcatlon Pursuant to Section 302 of the Sarbanes-Oxley ‘Act of 2002,
filed herewith

Prihcipal Financial Officer Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002,
filed herewith _ e

SECTION 1350 CERTIFICATIONS '

Chief Executive Officer certification pureuant to Section 1350, Chapter 63 of Title 18, United States
Code, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, furnished herewith
Chief Financial Officer certification pursuant to Section 1350, Chapter 63 of Title 18, United States
Code, as adopted pursuant to.Section 906 of the Sarbanes-Oxley Act of 2002, furnished herewith

We agree to furnish to the Comrmssron upon its request, coples of any omttted schedule or exhibit to any
Exhibit filed herewith. ‘

(1) Filed as an exhibit to Registration State_m'ent on Form S-1, numbered 33,—1'4}319, and incorporated herein

by reference. o

(2) Filed as an exhibit to the Quarterly Report on Form 10-Q for the fiscal period ended September 29,

2006, and incorporated herein by, reference ,

(3) Filed on June 21, 1995, as an exhibit to Regtstratlon Statement on.Form S-8, numbered 33-60457, and -
incorporated herein by reference. ' . _

(4) Filed as an exhibit to the Current Report on Form 8-K filed on March 7, 2005 and incorporated herein
by reference.
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(5) Filed on June 21, 1995, as an exhibit to Registration Statement on Form S-8, numbered 33-60459, and
_incorporated herein by reference.
(6) Filed on August 18, 1992, as an exlnblt to Registration Statement on Form S- 8 numbered 33- 50998 and
-incorporated herein by reference.
{7) Filed as an exhibit to the Annual Repon: on Form 10-K for the fiscal year ended December 31, 1998, and
incorporated herein by reference. '
(8) Filed as an exhibit to the Annual Report on Form 10-K for the fiscal year ended December 31, 2000, and
incorporated herein by reference.
(9) Filed on October 26, 2001, as an exhibit to Registration Statement on Form S-8, numbered 333 72248,
and incorporated herein by reference. . |
(10) Filed on January 15, 2004, as an exhibit to Registration Statement on Form S-8, numbered 333-111949,
.and incorporated herein by reference.
(11) Filed as an exhibit to the Quarterly Report on Form 10-Q for the ﬁscal period ended June 30, 2006,.and
incorporated herein by reference. '
(12) Filed as an exhibit to the Current Report on Form 8 K filed on December 7, 2004, and incorporated
herein by reference.
(13) Filed as an exhibit to the Annual Report on Form 10 K for the ﬁscal year ended December 3] 2004 as
amended, and incorporated herein by reference.
(14) Filed as an exhibit to the Annual Repon on Form 10-K for lhe fiscal yea.r ended December 31, 2005, and

incorporated herein by reference. ’ !
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E Lo . :SIGNATURES e

Pursuant to the requirements of Sectlon 13 or 15(d) of the Securities Exchange Act of 1934 the reglstranl

has duly "caused this report to be signed on its behalf by the undersigned, thereunto duly authonzed
R
i o T : oo Tl

THE TIMBERLAND COMPANY

March 1,72007 : + .. Bw /s/  JEFFREY B. SWARTZ.
. o . Jeffrey B. Swartz
Lo B - oLy . : President and Chief Executive Officer- . |

"Pursuant to the requirements of thc; Securities Exchange Act of 1934, this report has been signed b'élow '
by the following persons on behalf of the registrant and in'the capacities and on the dates:indicated.

Signature | v ) .- Title v " Date

e . . - ' 7 1

/s/ SIDNEY W, SWARTZ Chairman of the Board and Director  ° March 1) 2007
' Sidney W. Swartz ' - s

151" JEFFREY-B. SWARTZ .- .-t President, Chief Executive Officer and .-. . March 1, 2007
' Director (Principal Executive Officer) : i
Jeffrey B. Swartz

/s/ BRIAN P. MCKEON Chief Financial Officer and Executive Vice March 1, 2007
. President — Finance and Administration
Brian P. McKeon

/s/  JOHN CRIMMINS Vice President, Corporate Controller and March 1, 2007
Chief Accounting Officer

John Crimmins

/s/ 1AN W. DIERY ‘ : Director March 1, 2007
lan W. Diery
fs/ IRENE M. ESTEVES Director March 1, 2007

Irene M. Esteves

fs/  VIRGINIA H, KENT . Director March 1, 2007
Virginia H. Kent

/s/ KENNETH T. LOMBARD : Director March 1, 2007
Kenneth T. Lombard

fs/ EDWARD W, MONEYPENNY 3 Director March 1, 2007
Edward W. Moneypenny '

/s/ PETER R. MOORE Director March 1, 2007
Peter R. Moore

/s/  BILL SHORE Director March 1, 2007
Bill Shore
/s TERDEMA L. USSERY, I ‘ Director March 1, 2007

Terdema L. Ussery, 1l
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SCHEDULE Il

THE TIMBERLAND COMPANY
VALUATION AND QUALIFYING ACCOUNTI'S

A Additions | Deductions
.o Balance at Charged to Charged Write-Offs, Balance at
i Beginning Casts and to Other Net of End of
Description I of Period Expenses ° Accounts Recoveries Period
! {Dollars' In Thousands)
Allowance for doubtful accounts: ’ "
Years ended: -
December 31, 2006........... . A $8,755 $5,272 — $1,923 $12,104
December 31,2005 .............. . 8,927 801 — . 973 8,755
December 31,2004, .. ...........0..... .- 7704 c2424 ) — 1,201 8,927
i
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Timberland, the Tree Design logo, 24/7 Comfort Suspension, the 24/7 Comfort Suspension logo, Air
Raider, Amorphic Suspension, Anywhere Anyweather, ArchLogic, Balm Proofer, Boot Sauce, B.S.FP, Cast-
Bond, Comforia, the Comforia logo, Earthkeepers, EasyDry, Ergomorphic, Ever-Guard, Free to GolLite,
GolLite, the GoLite logo, Green Index, Gripstick, GSR, Howies, Independent Suspension Network, IntraMet,
ISN, the ISN Logo, Isomorphic Suspension, Jackson Mountain, Ladder Lock, Made To Work, Make it better,
Measure Up, Midn, the Midn logo, NEOform, Path of Service, PowerFit, PreciseFit, the PreciseFit logo, PRO
2447, PRO 24/7 Comfort Suspension, Pull On Your Boots, Pull On Your Boots and Make a Difference, the
PowerFit logo, QuadCut, Renewbuck, SafeGrip, Smart Comfort, the Smart Comfort logo, SmartWool, the
SmartWool logo, Splash Blaster, the Splash Blaster logo, TBL, Timberland Boot Company, Timberland PRO,
the PRO logo, the PRO 24/7 logo, Timber Trail, TiTAN, Trail Grip, Weathergear, Waximum, Whole Body
Stability, and Workboots For The Professional are trademarks or registered trademarks of The Timberland
Company or its affiliated companies. Gore-Tex is a trademark or registered trademark of W.L. Gore &
Associates, Inc. Strébel is a trademark or registered trademark of Strébel Und Sohne GmbH & Co.

© 2007 The Timberland Company
All Rights Reserved
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11.S. Retail Stores

Costa Mesa, California
Glendale, California

San Jose, Cafifornia
Farmington, Connecticut
Stamford, Connecticut
Trumbull, Cornecticut
Atlanta, Georgia

Chicago, Nlinois
Cambridge, Massachusetts
Northbrook, ILlinois

St. Louis, Missouri
Freshold, New Jersey
Paramus, Hew fersey

Short Hills, New Jersey
Garden City, New York
White Plains, New York
King of Prussia, Pennsylvania
Mctean, Virginia

Bellevue, Washington

U.S. Factory Stores
Barstow, California
Cabazon, Galifornia
Camarillo, California
Gilroy, California
Mitpitas, California
Napa, California
Ontario, California
Vacaville, Caklornia
Castle Rock, Colorado
Sitverthorne, Colorado
Westbrook, Connecticut
Rehoboth Beach, Delaware
Estero, Florida
Destin, Florida
Oriando, Florida (2)
St. Augustine, Florida
Survise, Flarida
Commerce, Georgia
Dawsonville, Georgia
Edinburgh, Indiana
Michigan City, Indiana
Aurra, Ilfingis
Kansas City, Kansas
Freepert, Maine
Kittery, Maine
Hagerstown, Maryland
Queenstown, Marytand
Lee, Massachusetts
Wrentham, Massachusetts
Auburn Hills, Michigan
Albertville, Minnesota
Las Vegas, Nevada
Primm, Nevada
North Conway, New Hampshire
Atlantic-City, New Jersey
Flemington, New Jersey
Jackson, Mew Jersey
Centraf Valley, New York
Lake George, New York
Niagaza Falls, New York
Riverhead, New York
Waterloo, New York
" Goncord, North Carolina
Smithfiatd, North Carolina
Grove City, Pennsylvania
Lancaster, Pennsylvania
Reading, Pennsylvania
Tannersvills, Pennsylvania
Blutfton, South Carolina
Myrile Beach, South Carolina (2}
North Charleston, South Canlina
Sevierville, Tennessee
Round Rock, Texas
San Marcos, Texas
Manchester, Vermont
Leesburg, Virginia
Williamshurg, Virginia
Woodbridge, Virginia
Pleasant Prairie, Wisconsin

N ——S————.-..,

International Retail Stores
Vienna, Austria
Hong Kang, China (9)
Lyon, France
Nice, France
Paris, france {2}
Berlin, Germany
Cologne, Germany
Dusseldorf, Germany
Frankfurt, Germany
Hamburg, Germany
Munich, Germany {2)
Stuttgart, Germany
Mitan, italy
Aichi, Japan (3)
Chiba, Japan {3
Ehime, Japan
Fukucka, Japan (3)
Hireshima, Japan
Hehkaido, Japan (2)
Ishikawa, Japan
Iwate, lapan
Kagawa, fapan
Kanagawa, Japan {4)
Kumamaoto, fapan
Kagoshima, Japan
Miyagi, Japar
Nagasaki, Japan
Niigata, Japan
Qita, Japan
{Qsaka, Japan (6)
Saitama, Japan (2)
Sappora, Japan (2)
Tochigi, Japan
Tokya, Japan (15)
Wakayama, Japan
Kuala Lumpur, Malaysia (4)
Selangor, Malaysia (3)
Singapore (8)
Madrid, Spain
Kaeshiung, Taiwan (3}
Hsin Chu, Taiwan
Taichung, Taiwan {3)
Tainan, Taiwan (2)
Taipei, Taiwan (12)
Taoyuan, Taiwan (1)
Bristol, United Kingdorn
Cardit}, Un.ted Xingdom
Glasgow, United Kingdom
London, United Kingdom (10)
Manchester, United Kingdom (2}
Sheffield, United Kingdom

International Factory Stores
Parndorf, Austria

La Vallee, France
Baierbrunn, Germany
Wertheim, Germany
Perop, italy

Rome, ltaly

Serravalle, lialy

Gifu, Japan

Hokkaido, fapan

Kyoga, Japan

Hanagawa, Japan

Mie, Japan

Nagano, Japan

Osaka, lapar (2}

Saga, Japan

Shizuoka, Japan

Tochigi, Japan

Selangor. Malaysia (2}
Singapore

Barcelona, Spain

Madrid, Spain

Taoyuan, Taiwan (4)
Bicester, Unitad Kingdom
Chester, United Kingdom
Poartsmouth, United Xingdom
Swindon, United Kingdam
York, United Kingdom

Timberland Boot Company Stores
London, United Kingdom (2}
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CORPORATE SOCIAL RESPONSIBILITY Here at

. . i
_Tmberlandr doing well and doing good is in

our DNA Our work revolves around the three
key p|llars of our mission of Corporate Socral
Responsibility (CSR). o

PROTECTING THE ENVIRONMENT Envrronmental

, responsrbilitv is at the forefront of our CSR

‘ef.forts. We are committed to earbpn neutrality
by tl_le .‘year 2010, by focusing on_?reduoing our
.‘ehergy and investing' in'-renew;able energ',y‘
-‘-;‘.sources such as wind turbines and solar

. -panel systems We re mmimrzrng chemical use

l

by phasmg out solvent adhesrves in favor of

waterﬁbased adhesrves And by spring of this
year, packaging of select SKUS|WI|| mclude

Green Index™.rating system labels so you'll

know preeiselv what the enwronmental impact of
i

those shoes are. - N '. :
[

'SUPPORTING GLOBAL HUMAN RfGHTS We
believe that people everywhere deserve hasic.

rights. In the workplace our Code of Conduct_

sets standards for the working conditions of

our direct ernployees However not all-of the -

120,000 workers |n 33 countrles that work on

r
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inspirational,

the Timberland® !brand are.under our direct
control. We're collaborating with other brands
to monitor the vendors and suppliers in our

supply chain, t0 ensure they comply with

industry-wide standards. We also work to partner

-with groups like 'CARE‘ to provide innovative

programs such as our rnicro-loan program, that

support the workeqs needs outside the factorles o

SERVING COMMU|NITIES Timberland is f|lled _
with employees like Julie, who are passronate.
about making it better for others. Qur annual

Serve-a-palooza jand Earth Day events give.

Detter:

our employees ajchance to get involved. Our

sales’ meeting in’ New Orleans last . year was

with initiatives that brought

Timberland empioyees, oustomers‘and partners

together with residential commusities to help

" rebuild neighborhoods. And last year, w_e_

. partnered with tFe National FFA Organization

on a oommunity—;based model of service tltat ]
puts a laser focus on the next generation of
our Industrial r'r!arket. For'more. i_nfo'r'matio,n.
on Cor—porate Social Responsibilitv_, 'visit_‘tis at -

timoerland.oom/csrreport.




" Sidney W. Swartz

* Senior Vrce Pre5|dent—Human Resources .

’ Marc Schnelder" ¢

Board of Directors

lan W. Diery
Chairman, President and Chief Executwe thcer of Electronic Scrlp, Inc.

Irene M. Esteves

" Chief Financial Officer, The Capltal Management
* Group of Wachowa Corporatron

.

r

John A. Fltz_r.rmmons :
Retlred Senior Vice Presuient Consumer Electronlcs Circuit City Stores Inc.

Virginia H. Kent .
Independent Cohsultant, Former President and !
Chief Exécutive Officer, reflect.com - '

KennethT Lombard .*

_President, Starbucks Enter‘tamment Starbucks Coffee Company

»

Edward W. Moneypenny :
Retired Semor Vice Premdent——Funance and Chief Fmancmt Officer,

7- Eleven Inc 0t

»

Peter R. Moore . ' ax '
* Corporate Vice President, interactive Entertalnment Business,

Microsoft Corporatlon L e

Bill Shore . . ' N

Founder and President. Share CGur Strength - '

Jeffrey B. Swartz
President and Chief Executive Ofﬂcer The Timberland Company

Chairman, The Timberland Company
Terdema L. Ussery, Il - -
President and Chief Executive Officer, Dallas Mavericks
Chief Executive Officer, HDNet
+ .
2006 Corporate Officers

Sidney W. Swartz ]
Chairman . ) X )

Jettrey B.VSwartz
President and Chief Executive Officer

. Kenneth P., Pucker' T -

Executwe Vice Presrdent and Chief Operatmg Offlcer

Brian P. McKeon*

Chief Finaneial Officer and Executive -

Vlce Presrdent-—Fmance and Admlmstrahon ,
Mlchael 1 Harrlson ‘ .

Senior-Vice President—Worldwide Sales and Marketing

N \

Bruce A. Johnson

~ |

Senior Vice Presrdent—GIobal Product Management’ : ;

Gary 5NSmith - B
Senior, VICE Presrdent—-Suppiy Cham

John Crlmmms
Accounting Of'flcer L

Gregory M. Saltzberg .
Vice President and-Treasurer

Danette Wineberg . tte - .
Vice President, General Counsel and Secretary N

Thomas J. White .
Assistant Secretary : . :

*Leaving the Company effective March, 2007 -

Corporate Headquarters

200 Domain Drive
Stratham, NH 03885

Corporate Counsel

Ropes & Gray
Boston, Massachusetts

independent Accountants -

Deloitte & Touche LLP
Boston, Massachusetts o .

Financial Information

To request information such as this annual repert and Form 10-K for the fiscal
year ended December 31, 2006 as filed with the Securities and Exchange
Commission and corporate governance information, please visit our website
www.timberland.com, call our investor hotline at 603 773-1212, orsend a
written request to the attention of [nvestor Relations at our corporate address
or e-mail address, investor_relations@timberland.com. Timberland's Corporate
Social Respensibility report isalso available on our website.

Ctass A Common Stock Listing

New York Stock Exchange: TBL A
. - . - ]

Stock Splits . -

Record Date  Effective Date  Spiit -

08/31/99 09/15/99 2-for-1

06/30/00 Q717100 - -~ 2-for-1 -

04/14/05 05/02/05 - : *2 for I

Dividend Policy
The Company has never declared a dividend on its Common Stock, and the

Company's ability to pay cash dividends is limited pursuant to loan agreements
(see notes to the Company's consolidated financial staternents).

Stock Certificates, Name Changes, or Transfers

Computershare Trust Company, N.A.
PO Box 43078

Providence, R 02240- 3078 .
877-282-1168 : '
WWW. computershare com

] . -

New York Stock Exchange Certification Dlsclosure

The Company submltted a Section 303A.12(a) Annual CEC Certification to
the New York Stock Exchange, Inc. in 2006. The Company also filed with the
Securities and Exchange Commission its Annuat Report on Form 10-K for the
fiscal years ended December 31, 2006 and December 31, 2005, each of which
contained as exhibits its Chief Executive Officer and Chief Financial Officer

certifications, as required under Section 302 of the Sarbanes-Oxley Act of 2002,

CORPORATE STRUCTURE




TO OUR SHAREHOLDERS,

2006 was an eventful year of substantial change at Timberland. We deivered $1.6 billion in revenues and significantly expanded
our husinesses serving casual, outdoor and industrial consumers, This progress was masked, however, by declines in our boots
business, impacted by significant fashion changes which lowered demand for our products. Effects from lower boots and kids’
sales, coupled with external factors such as the implementation of duties by the European Union on footwear preduced in China

and Vietnam and unseasonably warm weather in North America and Europe, weighed heavily on our financial results.

As we look forward, we remain committed to our mission to equip people to make a difference in their worlds. Qur growth strategy
has become increasingly focused on segregating discrete and distinct consumer categories within the broad appeal of the
Timberland® brand. In this context, we are taking bold actions to better align our business within the consumer categories we
seek to serve, We have appointed four division presidents——each_with full responsibility for our consumer categories: CasualGear,
Authentic Youth, Qutdoor Group and Industrial. This is a huge step forward for our company—distinct businesses, led by powerful
teaders, pushing decision-making closer to the consumer.

i From the earliest days of brand building here, we know that when we marry our instinctive passion for product with our proven
| capability to innovate technically, we can create great and distinct product. Investments in innovation capability, such as
Timberiand’s Invention Factory, and in dedicated regional design capabifity will enable our ability to service consumer needs
and expand penetration of the Timberland® brand globally. We are also expanding our brand portfolio both by acquisition and by ‘
the incubation of new and innovative ideas that we believe will reinvigorate the Timberland® brand and broaden our customer {
base. We are delighted to welcome SmartWool® moisture-repelient socks, a natural partner to our footwear line. . .Golite® (
revolutionary trail-running shoes...Mion™ aquatic footwear...and howies® apparel, which will introduce a new, youthful

line to the Timbertand family. i

At Timberland, the concepts of family and community are central to demonstrating that socially responsible companies can do
well and do good. Once again we were voted “One of the Best Piaces to Work for” by Working Mother magazine—and “One of *
_the 100 Best Companies to Work for” by Fortune magazine. We are honored by these recognitions and we are constantly seeking
ways to “make it better” for our employees, as well as for our customers—and the world we live in.

We are optimistic about Timberland's future and believe the strategies we are advancing will enable us to capture the significant
potential we see for our brand and enterprise.

gz g s

Sidney W. Swartz -~ Jefrey B. Swartz
Chairman President and Chief Executive Officer
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